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[The purpose of this section is to report factually and appraise objec- 
tively the effect of those current events and trends—both military and 
civil—which have the strongest impact on capital earnings, value and 
productiveness. A notable discussion and editorial panel provides direct 
contact with those fields of economic activity on which are dependent 
the security of investment funds. Official reports, news and research 
from industrial and governmental as well as financial sources are 
reviewed currently, digested and reported by panel members, with 
collaboration of outside authorities. 

Through this forum the threads of common interests are brought 
together from the key lines, for constructive criticism and understand- 
ing of the relationship of economic events to the financial community.] 


” 


S. P. A. B.—The defense organization 
has been subject to much criticism be- 
cause of the failure to establish a cen- 
tral board with the power to coordin- 
ate defense efforts. This criticism has 
been answered, in part, by the creation 
of the new Supply, Priorities and Allo- 
cations Board, which has been hailed as 
the modern counterpart of the War In- 
dustries Board. 


Although the scope of authority dif- 
fers from that of the War Industries 
Board, the inclusion on the SPAB of 
the OPM directors, as well as represen- 
tatives from Lease-Lend, Economic De- 
fense Board and Price Administration 
does make possible a coordination of 
many defense activities. However, no 
direct representation of the various 
transportation agencies (Maritime 
Commission and Transportation Divi- 
sion of the Advisory Commission) is 
provided. Undoubtedly, a close liaison 
will be maintained with those agencies 
because the control over transportation 
facilities is indispensable to an: effec- 
tive priorities system. 


As a part of the reorganization, the 
Division of Civilian Supply, which was 
reported to have had conflicts with the 
Priorities Division, was shifted from 
OPACS to OPM and set up as a sepa- 
rate division in that organization. How- 
ever, two separate divisions, Priorities 
and Civilian Supply still exist. If these 
two divisions were combined, part of 
the duplication in effort could be re- 
moved and the Director of the Civilian 
Supply Division could be relieved of 
dual responsibility and be free to con- 
centrate his study of the knotty prob- 
lem of price control. Moreover, such 
separate agencies as the office of the 
Petroleum Coordinator are unnecessary 
and their functions should be taken over 
by the Priorities Division. 

The initial actions of the SPAB are 
in sharp contrast with those taken by 
the Petroleum Coordinator. The record 
to date indicates the former is trying 
to look before it leaps. Two policy an- 
nouncements support this statement: 
The decision to make the long overdue 
inventory of the needs of the Army, 
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Navy, Lease-Lend, Maritime Commis- 
sion, civilians, etc., is essential to an 
effective marshalling of our resources 
for defense. As a corollary to this 
study, the SPAB rejected the applica- 
tion of the Tennessee Eastman Corp., a 
manufacturer of plastics, to expand its 
plant. One of the reasons for tempo- 
rarily denying this request was that 
“hundreds of similar applications are 
on hand, and no single one can proper- 
ly be granted until it is known how 
much of a drain on scarce materials 
would be involved in granting all of 
them.” 

At last, apparently, first things are 
to come first, and decisions are to be 
made with an eye to the alternatives 
available. Inventories on hand are also 
to be considered when a company ap- 
plies for priorities and applications will 
not be granted if inventories are in ex- 
cess of “normal.” Since the. Board is 
to take a broad view it is to be hoped 
that the various Government. agencies 
as well as private industry will be pre- 
vented from building up the huge in- 
ventories which have often character- 
ized their activities in the past. 

Further steps must still be taken to 
complete the administrative organization 
for the defense economy. There still ap- 
parently exists no top planning agency 
to decide what should be produced and 
when. Such a War Planning Agency 
would make major policy decisions and 
establish the goals the SPAB must 
then try to attain. Furthermore, a sim- 
ilar concentration of authority should be 
established for prices. The House Bank- 
ing and Currency Committee would be 
well advised to study the coordination of 
all price control in one agency such as 
recently established in Canada (see p. 
245). 


PRIORITIES STRIKE HOME—Only 
the lag between blue prints and the fin- 
ished goods has kept over 100 million 
Americans from realizing the full im- 
pact of total war—and that lag has been 
prolonged by confusion, red tape, poli- 
tical opportunism and the immensity 


of our industrial empire. There is a 
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vast difference between the appropria- 
tion for an airplane and delivery in 
England. But the tempo is speeding up 
in multiples, not in simple addition, as 
plants get into operation. We have al- 
ready committed ourselves to almost 
double the cost of World War I, al- 
though we are not in the current con- 
flict—excepting as naval belligerents 
since September 11th. 


So far we are only mildly troubled by 
the increases in food costs (and the 
runs in silk stockings) ; but the cuts in 
auto and refrigerator production will 
soon strike home. Curtailment in raw 
material supplies is not reflected in an 
immediate corresponding reduction in 
civilian supplies because of goods al- 
ready in process and raw materials on 
hand. Thus in Great Britain although 
no new aluminum was available for 
household goods soon after the start of 
the war, they continued to be produced 
on a small scale. A surprise awakening 
is due soon. It has come already in 
many “non-essential” industry towns, 
but will change the placid pace of every 
home in a few months. The Division 
of Civilian Supplies has “rated certain 
industries” which will have to be cur- 
tailed for lack of raw materials used in 
defense (or reduced by import bar- 
riers). These in turn affect thousands 
of companies, more thousands of pro- 
ducts. (See Bottlenecks—Defense and 
Civilian Industry, Trusts and Estates, 
Aug. ’41, p. 124-25.) 

Some shortages are real, others arti- 
ficial, as occasioned by Army-Navy com- 
petition, speculation and civilian or in- 
dustrial hoarding—called “protective 
purchasing” by the Cleveland Trust 
Company. The big question for the 
military experts to decide is “How soon 
do we need how much of what?” A 
good start has been made in the corre- 
lation of military purchasing under a 
proven business executive, and in the 
inventory to be taken of defense needs 
and supplies. 

One thing is sure: this war will be 
won by the side with the best work- 
shops; it is a war of machines. In- 
creased production is the most effec- 
tive corrective for shortages. In some 
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cases higher prices will furnish the in- 
centive; in others government will have 
to finance the expansion. The entire 
job cannot be done by a system of con- 
trols, price or priority, without boot- 
legging, confusion and inefficiency, in- 
difference and hardship. Incentives are 
needed as much as controls, incentives 
to the maximum immediate production, 
to deferment of some demands, to pre- 
sent sacrifices. It may be necessary to 
institute a system of government sub- 
sidies to marginal producers (and for 
collection of usable scrap) in those 
lines where the pinch is hardest. Tax 
policy may have to be regarded as a 
means of removing the causes of profi- 
teering on one side and of compensa- 
tion for the undue risks of war con- 
version or expansion on the other. With 
a balance of incentive and control as a 
basis, many irritations of the economic 
or productive organism may be elimin- 
ated and inventive skill, machines and 
labor will be able to adjust to war uses 
or find substitute materials or products 
for civilian needs to relieve the unem- 


ployment of “non-essential” industry. 


WOLF! WOLF!—The American pub- 
lic—like the shepherd in the fable— 
hates to be made a fool of; but that 
is exactly what many think has been 
done by the “ickey” way in which the 
Eastern gasoline “shortage” was staged. 
And they are beginning to ask about 
those conspicuous piles of aluminum 
utensils which they donated. The gas 
shortage looks like a hoax, and there 
is serious question whether the miscel- 
laneous collection of aluminum bric-a- 
brac is too heavily alloyed to be worth 
redeeming and why just aluminum, they 
ask? 


A little more of this diet of economic 
oysters on the half-baked shell, and 
further patriotic appeals will get noth- 
ing but the Bronx cheer. The valid and 
tremendously important sacrifices and 
measures of democratic cooperation 
which will have to be made before this 
war is over are being jeopardized by 
such ill-considered actions. “Total” 
war, such as we are now in as active 
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naval participants, calls for experienced 
leadership from G.H.Q. on the home 
front as much as on the military . 

As the tempo of defense effort steps 
up there will be less tolerance of the 
confusion in administration circles and 
the public will be quicker to see the 
practical job and to criticize the mud- 
dling and inefficiency of inexperienced 
theorists, no matter how social-minded 
their intentions. Americans have al- 
ways been an independent, courageous 
people, capable of vast common-sense 
in the pinches, and willing to take a 
job in hand with determination, but not 
while they suspect petty politics, in- 
capacity and hesitation. There has 
been much talk about low morale in 
army camps but the civilian morale, on 
which their spirit rests, has been too 
much taken for granted. It must not 
be endangered by economic experimen-— 
tation, at a time when the government 
is trying to get public recognition of 
“all-out” armament as the first and 
foremost job. The public is especially 
becoming disgusted with the toleration 
of tie-ups by jurisdictional, “member- 
ship-maintenance” and similar strikes, 
with large segments of labor itself left 
without representation or recourse. 

As a well-known judge remarked 
after serving in a government depart- 
ment (with no compensation) during 
the summer: “My contacts with men 
in high position were most pleasant, 
but I had a terrible time with baby 
lawyers, kid economists and office boys.” 
Such puerile meddling, conflicting and 
half-cocked actions and policies sabot- 
age national confidence and threaten 
the success of future appeals for volun- 
tary actions and sacrifices that will be 
needed for war production, sound fin- 
ance and inflation control. 


COST-OF-LIVING WAGE TIE—In- 
troduction of cost-of-living wage bonus 
plans have been stimulated by a recent 
Order in Council of the Canadian govern- 
ment putting a ceiling on wages and pro- 
viding for automatic increments as prices 
rise. The Order provides that wages 
may not rise above the maximum paid 
in an occupation and industry through 
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several recent years taken as a base per- 
iod. On the other hand, with every in- 
crease of one point in the cost-of-living 
index, Canadian workers will receive an 
additional 25c per week. 


A number of employers in the United 
States have recognized the value of a 
cost-of-living bonus by adopting it for 
their employees. Several labor unions, 
notably the International Ladies’ Gar- 
ment Workers’ Union, are seeking to 
work into their contracts periodic ad- 
justments of wage scales in accordance 
with rises in the cost-of-living index. 


It assures employees a valuable sense 
of security, allows for an orderly and 
frictionless rise in wages, and lays the 
basis for a reasonable means of defla- 
tion, if and when that becomes necessary. 
On the other side, it should help relieve 
the inflationary pressures at the source 
of the wage-price spiral, insofar as they 
are not created by farm “subsidies.” 


There seems little argument that or- 
derly wage increases to maintain the 
real income of labor against inflationary 
price increases are to be preferred to the 
frictions and dislocations of chaotically 
bargained wage rises, adjustments that 
may be stimulated by a high cost of liv- 
ing, but whose shape is determined by 
many other pressures. In the current 
discussion of a ceiling on wages, the 
cost-of-living wage bonus deserves the 
most serious consideration. 


It still remains to find some means of 
providing a living wage for the many 
industries which would be squeezed be- 
tween rising costs and price ceilings. 


Ocean Shipping 


Advances in ocean shipping costs con- 
stitute one of the important reasons 
why prices of goods have usually shown 
large increases during important wars. 
These advances are often most diverse 
in their applications and effects, for the 
increased costs of transportation have 
frequently reduced the prices of raw 
materials in the countries producing 
such goods, while at the same time lift- 
ing them in the countries importing and 
using the goods. Fleets of merchant 
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shipping which continue to operate in 
international trade during periods of 
large-scale warfare run great risks, 
make huge profits, and frequently suf- 
fer grievous losses. 


The imported commodities included 
in the index of basic commodity prices 
compiled by the Bureau of Labor Statis- 
tics have advanced considerably more 
than have the domestic commodities. 
That index of sensitive prices includes 
28 commodities, of which 11 are im- 
ported. The average of the prices in 
August 1939 is equal to 100. 


At the end of July of this year the 
average of the imported commodities 
had reached 160, while the figures of 
domestic goods had advanced to only 
146. The price administrator cannot 
control price advances that result from 
increased ocean cargo rates. There 
has been much advocacy of plans to 
fix or freeze all commodity prices by 
imposing a ceiling as of some given 
date. Of course, that is impracticable 
unless we also fix wages of a corre- 
sponding date, and it is also impossible 
with respect to imported goods. 


Lloyd’s calculations of average rates 
paid for cargo tonnage on tramp steam- 
ers operating on a large number of 
world routes of trade clearly indicate 
that already ship charter rates have 
moved up practically to the peak point 
reached during the World War and a 
good deal more rapidly than they did 
then. 


During the world war period ocean 
freight rates rose rapidly as ship sink- 
ings resulted from submarine warfare 
increased until a peak was reached in 
1917. Shipping rates did not decline 
materially at the end of the war, but 
continued at a high level for two years 
after hostilities ceased. The drastic 
shortage of ships kept the level of ship- 
ping costs high until 1921. By that 
time the large number of merchant ves- 
sels constructed in the period imme- 
diately following the war began to re- 
lieve the acute shortage of cargo space. 


From The Cleveland Trust Co. Business Bulletin 
of August 15th. 
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The Shift from Peace to War — 


The German Mobilization 


At the September meeting of the Capital Econemy Panel, the transi- 
tion of the German economy to a war basis was described by Dr. Julius 
Hirsch—former State Secretary of Economics in the Rathenau Cabinet— 
and discussed by the group. The highlights of the transitional period are 


presented below.—Editor’s Note 


ROM the time that Hitler gained 

control he planned to convert the 
whole business life of the country into 
a war economy, although the plans were 
not immediately put into operation. His 
first economic move was to prohibit in- 
creases in wage rates in order to please 
industry. He fused employees’ and 
employers’ organizations and banned 
strikes. However, although the price 
for a particular job was fixed, the work- 
er was not prevented from improving 
his status. Such a control was easier 
to establish in Germany than it would 
be here, because stratification of labor 
has existed for many decades. 


The second stage of Hitler’s plan- 
ning was the rearmament program, and 
in this connection, coal was placed un- 
der control. Next came metal and iron 
scrap. Three or four companies con- 
trolled the production of iron scrap, 
and it was obviously an easy matter for 
Hitler to step in. Control over other 
industries was also facilitated, because 
the big industries are all cartelized— 
a result of the World War and govern- 
ment inducement of combines. 


Raw material controls were inaug- 
urated in Germany due to the shortage 
of foreign currency occasioned by re- 
paration payments, before Hitler’s rise 
to power. In July 1931, Dr. Schacht in- 
stituted the various foreign exchange 
controls which had been developed dur- 
ing the World War. There was a 55% 
‘cut in the amount of foreign currency 
which could be obtained by private 
citizens as compared with previous 
years. The controls over foreign ex- 
change meant a control over imports 
and led to the establishment of other 
organizations for internal control. 


Industrial Mobilization 


HE next step came in 1936 with 

open rearmament. Goering was 
made head of the general war economy, 
and a four-year plan, which was in real- 
ity a mobilization plan, was inaug- 
urated. For each existing department 
(ministry or bureau) of government, a 
parallel department was established for * 
this purpose. Although imports had 
been restricted 50%, by the foreign ex- 
change control, larger quantities were 
imported than was anticipated because 
of the price decline. At first there was 
more butter as well as guns, but grad- 
ually the increasing production of the 
latter made curtailment of the former 
necessary. 


In 1936, iron producers were ordered 
to double their capacity or the govern- 
ment would build its own plants and 
would make them so large that the pri- 
vately owned ones would be ruined af- 
ter the war. Upon their refusal to co- 
operate fully, the Goering Steel Works 
were started and within two years, the 
government built tremendous plants. 


In the same year (1936) ersatz in- 
dustries were expanded on a large scale 
for the manufacture of rubber, cellu- 
lose, ete. (“Their ersatz oil, for ex- 
ample, is unfortunately excellent’’). 
Thus they were able to divert the 
amounts formerly expended abroad for 
wool, cotton, etc. to the purchase of war 
material, the imports of which were 
piled up. As another example, a felt 
hat factory, the largest in the world, 
was compelled to make its wool out of 
milk. 


There is one most important lesson 
to be learned from the German exper- 
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ience: Originally production of arma- 
ments was undertaken to absorb the un- 
employed. By 1938 there was no un- 
employment in Germany and up to that 
time there was an expansion in total 
output of goods, which probably con- 
tinued for about six months after the 
war started. 


Transferring Men and Money 


N connection with this expansion, 

persons were prohibited from mov- 
ing to larger cities. This shift to a 
war economy was made according to a 
plan, perhaps the most successful of all 
of Germany’s plans. The basic prin- 
ciple was that no one should be unem- 
ployed. Those who were laid off were 
put to military work, plain boon- 
doggling, or.doing the work which had 
been done more efficiently by machines. 
This labor service was created as a 
“second year” of military service. It 
was in the nature of a compulsory 
C.C.C., the men being subject to trans- 
fer all over the country, wherever they 
were needed. Eventually, readjust- 


Is Capitalism Condemned? 


The editors take pleasure in an- 
nouncing that an article under this 
title, describing the trials of pri- 
vate capitalism and free enterprise 
under fire and discussing the place 
of government in industrial af- 


fairs, will be published in the 
October issue of TRUSTS and 
ESTATES. The author is the 
internationally-known industrial- 
ist, Louis Marlio, general manager 
and chairman of the French Alum- 
inum Co.; chairman of the great 
International Aluminum cartel 
from 1926 to 1938; professor of 
economics in several leading 
French universities; author of the 
book “Ou Va Capitalisme” and of 
the recent report for Brookings 
Institution entitled “A Short War 
Through American Industrial Su- 
premacy.” 
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ments were made in wage payments in 
order to attract labor which could not 
otherwise be obtained. 


The armament program was financed 
without inflation in Germany. Divi- 
dends and interest are limited to 6 and 
8% depending on the former profitabil- 
ity of the enterprise. When excess re- 
serves increase, banks and insurance 
companies lend them (by request) to 
build new plants and ersatz. Money is 
raised by increasing total wage pay- 
ments and taking the increase away by 
taxation. 10% of wages is taken in 
taxes, another 5% goes to the party, 
and other portions are deducted for 
various purposes. Because of restric- 
tive measures on purchases, the wage 
earner still finds himself with some- 
thing left over; he can do nothing with 
this sum except deposit it in the bank, 
from which point the government then 
obtains it. Industry cannot easily float 
new issues of securities since the whole 
money market is reserved for the gov- 
ernment. Through these steps, Ger- 
many has thus far been able to prevent 
inflation. 


Labor vs. Investors 


Labor leaders seem to forget that the 
value of their insurance policies, savings 
bank accounts, and even old-age pensions 
depends 100 per cent upon the corporations 
(for which they are working) making 
profits. 

Already I note a tendency on the part of 
careful investors to sell out their holdings 
in industries where labor leaders have re- 
cently secured control. They know what 
has happened to dividends under such con- 
ditions. Neither wage workers nor stock- 
holders will get as much in “food, clothing, 
and shelter.” 


America is today at the parting of the 
ways. One road is paved with dissension, 
waste, and political pressure blocs seeking 
their own selfish interests, forgetting the 
nation’s good. The other road is paved 
with co-operation, conservation, and truly 
representative government. I have faith 
to believe that no one group in industry or 
politics will indefinitely take orders from 
some other group. The same principle ap- 
plies to nations—ROGER BABSON in 
Christian Science Monitor of Sept. 6. 
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Private Rights in Russia 


Property Ownership and Business Enterprise 
under the Soviet “New Deal” 


PROF. BORIS M. STANFIELD 
Columbia University, New York 


Income taxes—interest on savings—private inheritances—bonus pay- 
ments—these do not sound like the kind of things of which Communism is 
composed, as our long-haired soap-box orators and parlor pinks paint the 
picture. This factual report on the Russian economy will be a disillusion- 
ment to such, but is a most timely contribution to realistic international 
relations. ‘“Collectivism” is no dead issue—it is a basic philosophy—but 
the introduction of numerous and fundamental characteristics of capitalism 
raises the question whether such incidents and motives are not inherent in 
human. nature and thus stronger than any “ideology.” The author is well 
qualified as an objective observer, having been in Russia until 1921 when he 
went to Germany. There he was director of the Research Institute for 
study of Russian economy and also associated with W. Averill Harriman’s 


manganese concessions in Soviet Caucasus. 


During the ’20’s and ’30’s he 


made eight extended visits to Russia.—Editor’s Note 


PINIONS are a convenient substi- 

tute for knowledge. There are many 
who express opinions and render ver- 
dicts about Soviet Russia but knowledge, 
alas, is too frequently in inverse propor- 
tion to the finality of statements made 
privately and even in public. The coun- 
try is flooded with books, articles, bulle- 
tins, pamphlets dealing with the Soviet 
state but few provide concrete informa- 
tion about concrete issues. The great 
majority are filled with propaganda: 
either “for” or “against.” 

What do people in this country know 
about the property relations of citizens 
of the USSR? Some peo- 
ple are “convinced” that 
private property and enter- 
prise have disappeared al- 
together in Communist 
Russia. Others bluntly 
maintain that the Soviets 
have restored capitalism. 
Both types of wishful 
thinking miss the truth. 

To be sure, the ruling 
party of the Soviet Union 
is known officially as the 
Communist party. But the 
name of the party reflects 
its ultimate ambitions, not 
the actual state of affairs. 


BORIS M. STANFIELD 


In the opinion of Stalin and his follow- 
ers, Russia has reached the socialistic 
stage of development, which is rooted 
in an unprecedented relationship between 
the government and the economic activ- 
ities of the people. 


State Ownership of Production 


N Western democracies private prop- 

erty and private enterprise are re- 
garded as natural and inalienable rights 
of man—subject, as we are seeing in war 
economy, to considerable public controls 
and limitations. In the Soviet Union 
state ownership and state enterprise are 
the dominant institutions. 
The “Stalin Constitution,” 
promulgated in 1936, sol- 
emnly declares: “The econ- 
omic foundation of the US 
SR consists of the socialist 
economic system and the 
socialist ownership of the 
tools and means of produc- 
tion.” That implies that 
land, mineral resources, 
waters, forests, mills, fac- 
tories, transportation facil- 
ities, and banks are state 
property, as are most urban 
buildings, stores, and 
hops. 
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There was a time when Soviet leaders 
dreamed of converting all Russia into 
huge armies of industrial and agricul- 
tural workers united in mammoth state 
factories and farms. Imperative con- 
siderations of efficiency forced them to 
admit a considerable structural variety 
of the economic organization. Thus, side 
by side with state property pure and 
simple, cooperative property and enter- 
prise became a legitimate part of the 
Soviet economy. 


According to the said Constitution, “so- 
cialist property in the USSR has either 
the form of state property (the wealth 
of the whole people) or the form of co- 
operative—collective property (property 
of single collective forms, property of 
cooperative associations) .” 


Self-governed Cooperatives 


LL large-scale industrial enterprises 

are owned and operated by a govern- 
ment bureaucracy, as for instance the 
enormous power plant on the Dnieper 
river built with American technical as- 
sistance (recently destroyed to prevent 
its falling into Nazi hands), the steel 
works at Magnitogorsk (Magnet Moun- 
tain) in the Urals, the large automobile 
factory on the Volga, or the Donetz coal 
mines in the Eastern Ukraine and so on. 
The government plants and mills ac- 
count for an overwhelming part of the 
total industrial output. 


Nevertheless there exist around eighty 
thousand industrial cooperatives with 
over a million and a half members and 
an output valued at billions of roubles. 
These self-governing enterprises are 
operated by voluntary associations of 
citizens who pool their funds and skill 
and work; they run small mines, quar- 
ries, timber mills, chemical plants, fish- 
eries, repair shops and produce all sorts 
of commodities from coal and bricks to 
household articles, boots, toys, artistic 
wood and metal objects, and laces and 
embroideries. Other cooperatives ren- 
der a variety of services as porters, tail- 
ors, watchmakers, carpenters, painters, 
plumbers, etc. 

The cooperatives are forbidden to use 
hired labor; but their equipment belongs 
to themselves, as does their output. The 
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cooperatives operate numerous wholesale 
and retail outlets for the sale of their 
products to the government or directly 
to the public. The profit is divided 
among the members according to the 
governmental regulations applying to 
cooperatives. 

The cooperatives are, of course, super- 
vised by the all-powerful state and de- 
pend on it for raw materials, credit, and 
other “favors,” and are gladly assisted 
by the authorities: they fill an important 
gap in the Soviet economy because of the 
incapacity of the large state enterprises 
to satisfy many vital needs of the civilian 
population. Consumers’ cooperatives em- 
brace a majority of the adult population 
and are an indispensable medium for 
the distribution of consumers’ goods in 
the rural communities. 


“Collective” Farming 


N agriculture the cooperative form of 
production plays an overwhelming 
part. During the first ten or twelve 


years of its existence the Soviet govern- 
ment placed great hopes in the develop- 


ment of gigantic state farms. Such 
grain or cattle “factories” are operated 
by government officials like industrial 
enterprises: all work is done by hired 
labor; the entire output belongs to the 
state and is disposed of at the govern- 
ment’s_ discretion. But these _ state 
farms, as a universal agricultural pat- 
tern, failed; they continue to exist but 
their role in feeding the urban popula- 
tion is nowadays very small. The bulk 
of agricultural production comes from 
cooperative or “collective” farms, known 
as kolkhos; they hold over ninety per 
cent of the total area of cultivation in 
the Soviet Union; the government de- 
pends on the kolkhos, not on the state 
farms, for most agricultural products 
and raw materials. 

Significantly enough, the government 
transferred to the collective farms in 
recent years a considerable acreage 
carved out from the state farms. Pro- 
ductive farm cooperatives have become 
the basic form of agricultural organiza- 
tion in the Soviet Union. The govern- 
ment, vitally interested in the success of 
these farms, tries to establish as pleas- 
ant a relationship with the peasants as 
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circumstances permit. The kolkhos de- 
pend on the Soviet government for 
agricultural machines and for credit; 
they do not own the land which they 
cultivate, but the land is secured to them 
for perpetual use, and they, as a group, 
are legal owners of all collective farm 
buildings and equipment as well as of all 
that they produce. The state controls 
the self-governing kolkhos through the 
ubiquitous party “cells” (bureaus) and 
by administrative and financial methods. 


Different Names—Similar Motives 


HE cooperative type of enterprise 
was forced upon the Soviet peas- 
antry beginning with the first five-year 
plan in 1929. The government’s con- 
tention that agricultural collectivization 
was voluntary is hardly convincing. 
During the first decade of the Soviet 
regime, when its leaders took a laissez- 
faire attitude to- 
ward agricultural 
organization, col- 
lective farms made 
no progress what- 
ever; moreover, the 
number of individ- 
ual farms increased 
by about fifty per 
cent. The Soviet 
leadership succeed- 
ed in its drive for 
collectivization at a 
tremendous cost in 
human _ suffering 
and material de- 
struction. Never- 
theless if the Soviet 
regime survives the 
present war, the 
kolkhos is certain 
to survive though 
not necessarily in 
its present form. 
The economic 
structures of in- 
dustrial and agri- 
cultural coopera- 
tives differ radic- 
ally from state en- 
terprises. So do 
the social status 
and the mentality 
of a collective co- 
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operative member differ from those of 
state workers and employees. The 
word proletariat is taboo; according 
to the official Soviet terminology, prole- 
tarians are, by definition, an aspect of 
the capitalistic system. Nevertheless, 


people hired by the state, even if it is a 
socialistic state, seem to be stimulated 
in their work largely by the same mo- 
tives as in a capitalistic enterprise. And 
a study of Soviet cooperatives proves 
beyond doubt that the gain motive plays 
a decisive part in their activities. 


That Soviet communism has under- 
gone significant changes since it was 
first launched has been demonstrated by 
Stalin in his historic address seven years 
ago in which he condemned the “infan- 
tile” equalitarian ideas of those old bol- 
sheviks who “idealize the poor as an 
eternal bulwark of bolshevism.” The 


Believe It Or Not, Uncle! 


iN RUSSIA THERE ARE: 


TAK- FREE INHERITANCE 
PRIVATE ENTERPRISE 


BONUSES + PROMOTIONS 
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state wants all citizens of the Soviet 
Union to be well-to-do. The standard of 
living in the Soviet Union is still rather 
low by comparison to American stand- 
ards but the desire for individual com- 
fort and prosperity is there as great as 
it is here. The Soviet slogan of earlier 
days: “socialism without milk is better 
than milk without socialism,” has become 
obsolete. 


Personal Property and Enterprise 


URTHERMORE, individual property 

and private enterprise have not been 
completely eliminated. Only basic 
“means of production” have been nation- 
alized and cannot be in private hands. 
As regards all consumers’ goods, durable, 
semi-durable, and perishable, their pri- 
vate ownership is firmly established. 
Article 10 of the new Constitution de- 
clares unequivocally: “The right of 
personal property of citizens in their 
income from work and in their savings, 
in their dwelling house and auxiliary 
husbandry, in household articles and 
utensils and in articles for personal use 
and comfort, as well as the right of in- 


heritance of personal property of citi- 
zens, is protected by law.” 


Inhabitants of the Soviet Union may 
own, possess, buy, sell, donate, lend, and 
borrow consumers’ goods, in the broad- 
est sense of the word, without limita- 
tions; any violation of these personal 
property rights is subject to legal pro- 
secution as in any other country. 


Faithfully following the “command” 
of the Communist Manifesto, the Soviet 
government abolished in 1918 all forms 
of inheritance and decreed that property 
of a deceased citizen was to become state 
property without compensation to the 
heirs, except when they were total in- 
valids. But in the course of a few years 
the Soviet government performed a com- 
plete volte-face. In 1923 the right of in- 
heritance was restored up to a certain 
amount: no citizen was allowed to inher- 
it over 10,000 roubles. Three years later 
even this restriction was removed, be- 
cause, as the party explained, capitalism 
having been abolished no huge fortunes 
could ever accumulate in private hands. 
The new Constitution takes a step far- 
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ther and explicitly guarantees the unlim- 
ited right of inheritance of personal 
property in the Soviet Union. 


“Millionaire” Farm Groups in Favor 


CCORDING to the Constitution, 

every member of a collective farm is 
allotted for personal use a plot of land 
attached to his house. The title to the 
plot, as to the land of the kolkhos, rests, 
of course, with the state but, for all 
practical purposes, such a plot is per- 
sonal property of the farmer. The size 
of individual plots is limited by law and 
does not exceed a few acres but is suf- 
ficient to grow vegetables, fruits, and 
even cereals. The farmers receive such 
allotments free of charge, and own all 
subsidiary husbandry on the plot, the 
farmhouse, livestock, poultry, and small 
farm tools. 

In response to Stalin’s demand: “every 
peasant should own a cow,” members 
of collective farms did their best to 
please the “dear leader;” at present the 
larger part of livestock is in their pri- 
vate possession. The Soviet papers tell 
with enthusiasm about the growing num- 
ber of kolkhos-millionaires, that is, kolk- 
hos whose income is in excess of a mill- 
ion roubles. This means that individual 
members of “rich” collective farms share 
in their growing welfare and are getting 
better off too. 

Despite the relentless drive for “total” 
collectivization, some individual peasant 
households manage to survive outside 
the kolkhos. According to the census 
of 1939, there are about three million 
people living in individual peasant house- 
holds as against seventy-five million oc- 
cupants of collective farms. The toler- 
ated “rebels” who refuse to join a kolk- 
hos are subjected to discriminations, do 
not share in many privileges of the col- 
lective farmers, and pay higher taxes, 
but enjoy identical rights of ownership 
and may sell the product of their labor 
to the state or directly to the consumers. 
Only reselling, condemned as a form of 
speculation, is strictly prohibited. Scat- 
tered all over the country are open mar- 
kets, known as bazaars, where these 
peasants may dispose of their products 
at prices determined largely by the “‘cap- 
italistic” law of supply and demand. 
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Small Business Superior 


OR has individual business enter- 

prise completely disappeared in So- 
viet Russia. Hundreds of thousands of 
individual artisans are also tolerated by 
the Soviet government and possess the 
right of selling their products and ser- 
vices to the public. The government- 
owned and operated repair shops are us- 
ually engulfed in red tape and do their 
work slowly and often carelessly while 
the little fellow is reached more easily by 
citizens who are in need of repairing 
their shoes, watches, radio sets, sewing 
machines, typewriters, etc. 


At the magnificent entrance to the 
head office of the All-Union Electrifica- 
tion Trust only a few years ago the vis- 
itor could detect a sign: “Please knock, 
the electric bell is out of order.” When 
I visited the Chairman of the all-power- 
ful Planning Commission I noticed that 
the clock in the waiting room did not 
work. Upon my inquiry, the attendant 
remarked with a gesture of despair: 
“‘Two months have passed since Comrade 
Chairman has ordered the clock to be 
repaired but what is the use?” Things 


have improved considerably since, but 
not enough to force the independent 


artisan out of existence. A passionate 
cult of efficiency accounts for many de- 
partures from rigid Marxist dogmas. 
The Soviets strive, of course, to make 
their unorthodox policies look orthodox: 
most governments do that. 

Professional men usually are assoc- 
iated with a state office or institution and 
work on a salary basis but at the same 
time derive a substantial additional in- 
come from the private practice of their 
professions. 


Special Awards and Income Taxes 


IGHLY efficient workers known as 

Stakhanovites are paid often about 
ten times as much as an average worker 
in the same establishment. The admin- 
istrative personnel in charge of Soviet 
enterprises is paid according to its value 
to the government, and large salaries are 
offered to those who work best and pro- 
duce most. The late Maxim Gorki made 
a fortune out of book royalties, and no 
voice was raised against such an accum- 
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ulation of wealth by an individual. Be- 
sides, the government awards to its de- 
serving workers bonuses, premiums, pro- 
motions, and valuable presents, e.g., such 
“luxuries” as automobiles, decent apart- 
ments, or travel accomodations. 


The latest income tax law of 1940 
provides a good illustration of the great 
differences in incomes in the Soviet 
Union. Exempt from the tax are in- 
comes below 150 roubles a month (or 
$30, according to the official rate of ex- 
change). The details of the law reveal, 
however, the existence of incomes as 
high as 300,000 roubles a year and more. 
For instance, physicians, lawyers, teach- 
ers, engineers, the law declares, have to 
pay 20 per cent on the first 20,000 roubles 
of income from practice and 38 per cent 
on the excess over that amount. Writers 
and artists are taxed on a scale progress- 
ing from a rate of 8 per cent on earn- 
ings below 1,800 roubles a year to 29 
per cent on 300,000 roubles plus 50 per 
cent on anything in excess. The income 
contrasts admitted by the law are cer- 
tainly impressive. 


Romance vs. Economics 


O increase efficiency, the Soviet lead- 

ership tries to relax the rigid system 
of economic regimentation and encour- 
ages materialistic stimuli in addition to 
or even instead of non-economic motives 
on which it used to rely during the “ro- 
mantic” period of the revolution, right 
after the seizure of power in 1917. Be- 
cause of the relatively meager results of 
the cultivation of social-mindedness in 
the Soviet economic system, the gain mo- 
tive and sugar-coated pecuniary induce- 
ments retain a prominent, not to say a 
commanding, place as incentives to high- 
er efficiency. 


Between 1918 and 1921, during the 
period known as “war communism,” the 
Soviet government made an attempt to 
abolish money. The experiment was soon 
discarded as hopeless. A stable currency 
was established, and money has steadily 
regained prestige as the universal med- 
ium of exchange, the official and only 
unit of accounting, and as the indispens- 
able instrument of capital accumulation 
and planning. 
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Lately, all supporters of a moneyless 
economy have been silenced and brand- 
ed as “counter-revolutionaries” by the 
official spokesmen of the Soviet govern- 
ment. Soviet citizens, like inhabitants 
of any other country, receive their wages 
and salaries, pay taxes, make savings, 
and perform all other economic trans- 
actions in monetary units. 


Savings and their Investment 


HAT can people in the Soviet Union 

do with their growing incomes? 
The choice is rather wide and constantly 
growing. The rationing system was 
abolished in 1935-36 (it is being restored 
in some degree—as in other belligerent 
countries—due to defense needs). Hence 
whatever is on sale may be acquired by 
Soviet citizens in unlimited quantities. 
They cannot own factories, mines, banks, 
and other basic “means of production” 
but there is no objection to their joining 
a cooperative enterprise or starting their 
own small-scale establishment, provided 
they do not employ hired labor and work 
themselves. There are no shares, no pri- 
vate bonds, no stock exchanges. 


But people are urged to open deposits 
in government savings banks and to buy 
government bonds; in both cases they 
are paid a substantial interest on their 
investments. Despite heavy taxes and 
high fixed prices, the number of savings 
accounts and their aggregate value have 
been consistently on the increase. At 
the time of the invasion of Russia there 
were about twenty million deposits with 
a total value of over seven billion roubles 
held in forty-one thousand savings banks. 


A large proportion of the Soviet popu- 
lation invest their funds (aside from de- 
posits in savings banks) in the only 
available bonds, namely government 
bonds. Nearly sixty million persons 
subscribed a total of ten billion roubles 
to the so-called Third Five-Year Plan 
Loan issued last year. That means that 
there are probably more bondholders in 
the Soviet Union than private share and 
bondholders in this country. In 1940 
the government paid over nine hundred 
million roubles, in the form of interest 
and lottery premiums, to the Soviet hold- 
ers of government bonds. 
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No Place for Reliefers 


ORK is considered a duty and a 

matter of honor in the Soviet 
Union. The pressure of the government 
controlled public opinion discourages 
most people from passing life in idleness. 
The Soviet Constitution states (as does 
the Bible): ‘He who does not work, 
neither shall he eat.” Social benefits are 
provided, but as the Soviet philosophy 
does not contemplate unemployment, 
there is no such thing as unemployment 
“relief” for those who are not work- 
ing. And there are no legal ways of 
finding out whether a buyer in a lux- 
ury store in Moscow earned by work or 
received in the form of interest the 
money he is spending on black caviar 
and exotic fruits. To an unsophisticated 
foreigner, who does not know Russian 
and is not accompanied by an Intourist 
guide, the fact that most facilities are 
owned and operated by an all-powerful 
government monopoly would make little 
difference as far as his daily life is con- 
cerned. 


While in this country the scope of gov- 
ernment interference in the economic af- 
fairs of people is growing daily, the So- 
viet country shows symptoms of greater 
respect for individual initiative and in- 
dividual property. The present war may 
accelerate this process. We here are with- 
drawing from the traditional rugged in- 
dividualism. The Soviets are retreating 
from the once glorified principle of rug- 
ged state collectivism. 


Regarded in purely economic terms 
the Soviet “New Deal” and the American 
“New Deal,” while moving in generally 
opposite directions, may meet some day, 
simply because their basic tendencies are 
marked by the similar desire for a har- 
monious combination of efficiency and 
social justice. What divides them is not 
so much economics as politics: Amer- 
ican democracy, however imperfect, is 
irreconcilable as a way of life with the 
Soviet dictatorship, however benevolent 
it might profess to be. 


In spite of war conditions, British life in- 
surance has managed to show increased as- 


sets, premium income and payments to 
policyholders.—Institute of Life Insurance. 
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How Australia Bridles Prices 
A Record of War Economy Without Inflated Living Costs 
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and Economic Cabinet; formerly Commonwealth Prices Commissioner 


AR-TIME price control in Aus- 
tralia was established within a 
few days of the outbreak of war. The 
task of the administration was to pre- 
vent greater price rises than were jus- 
tifiable by unavoidable increases in 
costs. It was necessary, therefore, first 
to consider what forces would tend tc 
raise prices under war-time conditions, 
then to develop a system of price con- 
trol which would enable traders and 
producers to adjust their prices in ac- 
cordance with the necessary increases 
in cost, and finally to prevent other 
traders taking advantage of interrup- 
tions of supply to raise their prices and 
make excess profits. 
The forces tending to raise prices in 
Australia under war time conditions 
are as follows: 


(1) Increases in the landed costs of 
imported goods on account of 
higher f.o.b. prices, depreciation 
of the Australian currency, and 
increased freights and war risk 
insurance. 

(2) Higher export prices. 

(3) Increases in indirect taxation by 
way of Sales Tax and Customs 
and Excise Duties. 

(4) Increases in labor costs. 

(5) Inflationary methods of finance. 


The last can be ruled out, because it 
has not yet operated to force up the 
price level. The other forces have been 
of varying degrees of significance with 
the most powerful being the rise in the 
landed costs of imported goods. 

Landed costs are estimated to have 
risen by 35% to 40% since the outbreak 
of war, and are now over 20% above the 
pre-war level. Considerable increases 
have taken place in indirect taxation, 
the general level of the sales tax hav- 


ing risen from 6% to 10%, and in the 
case of luxury goods to 15%. Finally, 
labor costs have increased, partly be- 
cause of the automatic adjustment of 
the basic wage to the rise in the cost 
of living, and partly on account of an 
increase in the basic wage itself, or an 
improvement in working conditions. 


Method of Control 


HE Government set up a Prices 

Branch within the Customs Depart- 
ment and endowed the Commonwealth 
Prices Commissioner with very wide 
powers of investigation and determina- 
tion. Goods are “declared” by the Min- 
ister for Trade and Customs, and it is 
then the duty of the Prices Commis- 
sioner to fix maximum prices. He does 
this sometimes by specific Orders and 
sometimes within the scope of what is 
known as the general Averaging Order. 
This Order was published originally 
on October 6, 1939 and it was amended 
and consolidated in Prices Order No. 
100 published on May 27, 1940. The 
Order sets out the conditions under 
which importers, manufacturers and 
wholesale and retail traders may adjust 
their prices. It accepts as the basic 
price that ruling on August 31, 1939, 
but the Commissioner has the power, 
on application from a producer or a 
trader, to vary this basic price up or 
down. 

To this basic price importers and pro- 
ducers are permitted to add an amount 
to cover increases in costs of importing 
or in costs of manufacture. They are 
also permitted, and in some cases re- 
quired, to average the costs of old stock 
and new stock on hand and stock pur- 
chased for delivery three months ahead. 
In the event of averaging they are re- 
quired to keep complete records avail- 
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able for the inspection of Price Officers. 
The control is fairly rigid at the point 
of importation or at the point of pro- 
duction in Australia. In this way costs 
are kept down to the lowest possible 
level for the basic materials of indus- 
try such as cotton and silk piece goods, 
or for leading imported consumption 
goods such as tea. 


Primary Producers and Importers 


S regards the wholesale trade, trad- 
i ers are required to average their 
old and new stocks and their forward 
commitments and to sell at a gross profit 
margin not greater than that obtaining 
at August 31, 1939. As with the basic 
price, the Commissioner has power to 
vary this gross profit margin up or 
down. In most cases, the percentage 
profit margin has been reduced. Fin- 
ally, the retail trade is expected to sell 
at cost, plus the gross profit margin 
operating on August 31. Retailers may 
obtain permission to average old and 


But They Left the Window Up 
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(The wage window is around 
the corner.—Editor’s Note) 
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new stocks, but the standard rule is 
cost plus normal gross profit margin. 

The system works smoothly for an 
economic system like that of Australia, 
where it is possible to tackle costs at 
the base, and where, in almost every 
industry, the number of leading pro- 
ducers or leading importers is relative- 
ly few. In many cases these producers 
or importers are organized in a repre- 
sentative body, and the Commissioner 
recognizes such a body for the purpose 
of averaging costs and setting the per- 
centage rise in price above pre-war 
prices that will be allowed. 

The system is designed to strike at 
the center of the cost structure rather 
than at the circumference in the retail 
trade. Great attention is paid to 
changes in gross profit margin, and the 
Commissioner has full powers to obtain 
all internal business records, whether 
goods are declared or not. He is, there- 
fore, in a position, by studying the 
trading accounts of a company at the 
end of the financial year, to ascertain 
whether it has observed in a reasonable 
manner the principles of price control. 
A still further check is available in the 
examination of the movement of net 
profit. 


Due allowance has to be made for in- 
creases in turnover, but where the com- 
pany shows a substantial rise in net 
profit, or where the company was mak- 
ing very satisfactory net profits before 
the war, it is obliged to absorb some in- 
creases in costs without obtaining a 
rise in prices. 


Area of Control 


HE system of price control may be 
extended also to all services. In- 
terstate shipping services were declared 
soon after the outbreak of war, and the 
Prices Commissioner reduced the in- 
crease in freight rate from 20% as fixed 
by the Interstate Steamship Companies 
to 10%. All services, such as insurance, 
gas and electricity, can be brought un- 
der control if the Minister so desires. 
In practice, traders handling goods, 
-or companies furnishing services, seek 
the approval of the Prices Commissioner 
for increase in prices or rates, whether 
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the goods and services are declared or 
not. It is not desired to declare too 
great a range of goods, and most trad- 
ers observe the principles of the gen- 
eral Averaging Order, even though the 
commodity in question is not declared. 


In some cases it has been found neces- 
sary to declare goods because the trade 
as a whole was showing an undue de- 
sire to increase prices. In other cases 
a particular trader or group of traders 
may be the offender and they may be 
handling a wide range of commodities. 
“Declaration” means that the company 
concerned can sell only at prices fixed 
by the Prices Commissioner, either by 
an Order published in the Gazette or 
by a notice in writing to the firm. One 
major declaration has been made under 
this power, the firm being a leading 
wholesale trader dealing in soft goods. 
This declaration has had an important 
effect upon the whole of the trading 
community, and has forced traders to 
pay much more attention to their gross 
profit margins than some had been in- 
clined to do before the amendment of 
the Regulation. 


Supplementary Controls 


RICE control in Australia covers 

many other activities. Thus _ it 
seeks to prevent hoarding and specula- 
tion and makes specific provision 
against a multitude of inter-wholesale 
transactions through which prices rise 
greatly before they reach the retailer 
at all. Great care has been taken to 
enforce this prohibition against inter- 
wholesale transactions, and while the 
practice is not completely eliminated 
there has been only a fraction of the 
profiteering that took place in the last 
war. 


Another interesting sphere of activ- 
ity is the fixation of a relatively low 
price for internal consumption of ex- 
portable goods, coupled with the con- 
trol of marketing and the establishment 
of an equalization fund so that pro- 
ducers will share in the gains from the 
higher export prices. This scheme is 
operating in hides and skins and leath- 
er, rabbit skins and tin and keeps in- 
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ternal costs down, while giving pro- 
ducers the full benefit of higher over- 
seas prices. 


Then again there are cases in which 
equalization accounts have been estab- 
lished for imported goods which are 
also produced locally. It is not desired 
to permit the local price to rise to the 
high level of landed costs of the im- 
ported article. Under a pool the aver- 
age cost of imported and locally pro- 
duced supplies forms the basis of the 
domestic price. This price is lower 
than the imported price, but higher than 
the domestic cost of production. The 
importer is compensated from the fund 
built up by sales at higher prices than 
are really required for local production. 
Examples of this kind are sulphate of 
ammonia, sulphur and copper. 


All these arrangements are designed 
to keep down the prices of the basic 
materials of industry and commerce, 
and thus to control retail prices to the 
consumer. So far, the system has 
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worked smoothly and on the whole suc- 
cessfully. 


Normal Price Rise Result 


HE increase in the prices of food 

and groceries since the outbreak of 
war has been about 3% compared with 
over 40% in the same period of the last 
war. For the cost of living as a whole, 
including rent, clothing and miscellan- 
eous items, the increase since the out- 
break of war has been 8.6% compared 
with over 30%, while wholesale prices 
have risen by approximately 15% com- 
pared with over 50%. 

The comparison is not altogether fair, 
however, because in the first year of the 
last war there was an acute drought in 
Australia, and the general circum- 
stances as to the export of goods from 
Australia are very different now from 
what they were then. The shipping 
problem is much more acute, and this 
tends to keep food prices at a reason- 
able level. 

Even allowing for these factors there 
is still a remarkable difference between 
the experience of Australia in this war 
and in the last war. Price control was 
only established towards the end of the 
last war, and there was little opportun- 
ity of bringing into operation the fun- 
damental plan such as was developed 
at the outbreak of this war. 


Anti-Inflation Bonds 


“Not only do public subscriptions to 
the savings bonds combat inflation dur- 
ing the boom period, but they provide 
reserves of buying power which cushion 
the readjustment afterward. If people 
whose incomes are now increased will set 
a considerable part of the increase aside 
for the rainy day, they will therefore 
benefit doubly. 


“It is not expected that the sale of 
Defense Savings Bonds will draw upon 
existing savings deposits as much as it 
will draw upon the rapidly increasing 
earnings of the people stimulated by de- 
fense production activity. Time deposits 
may be reduced somewhat temporarily, 
but money paid out to workers in greatly 
increasing amounts will result in new de- 
posits to offset withdrawals. 


“The alternative to thus diverting 
buying power to the defense needs of the 
Government is the sale of bonds to the 
banks and the abnormal inflation of buy- 
ing power through the expansion of bank 
credit with its attendant dangers to the 
banking system and the whole order of 
free enterprise.” 


W. RANDOLPH BURGESS, Vice- 
chairman, National City Bank of N. Y. 
in Cleveland Trust Co. Bulletin. 
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Foreign War Economy 


Many of the war time controls instituted in the United States have 


been adopted abroad at some earlier stage in the war effort. 


Price con- 


trol, rationing, priorities, subcontracting, defense stamps, etc. furnish 


illustrations. 


more of these controls will be put into effect. 


As our economy becomes further geared to the war effort, 


The experience of foreign 


war economies in an advanced stage of mobilization may, therefore, indicate 


the shape of things to come. 


Factual reports, significant to the United 


States and Canada, will be presented periodically in these columns.— 


Editor’s Note 


CANADA COORDINATES PRICE CON- 
TROL—Full co-ordination of control over 
both the prices and the supply of goods and 
services essential to the prosecution of the 
war was announced August 29, 1941. 

Provided for in two related Orders in 
Council, the new unified control over war 
requirements and civilian supply is evidence 
of the government’s determination to fight 
inflationary tendencies hampering Canada’s 
effective participation in the present con- 
flict. 

The Wartime Industries Control Board, 
under the chairmanship of R. C. Berkin- 
shaw, and the Wartime Prices and Trade 
Board, under the chairmanship of H. B. 
McKinnon, have both been enlarged to pro- 
vide for an interlocking membership. 

To the Wartime Industries Control Board 
which consists of all controllers of the De- 
partment of Munitions and Supply and the 
Director-General of Priorities, has been 
added the chairman of the Wartime Prices 
and Trade Board. The latter board has 
been enlarged by the addition of R. C. 
Berkinshaw as a permanent member and by 
the pro-tem membership of any controller 
of Munitions and Supply when action ef- 
fecting his field is under discussion. 

One order makes the Wartime Prices and 
Trade Board, as now enlarged, the supreme 
authority in the field of price-control; the 
other provides that the re-constituted War- 
time Industries Control Board shall be in 
complete control of the supply and alloca- 
tion of commodities and materials essential 
to the war effort. 

It has been deemed advisable to integrate 
under the control of the Wartime Prices 
and Trade Board all price fixing authority. 

The enlarged Wartime Prices and Trade 
Board is to have control in the price field 
over all Boards of the federal and provin- 
cial governments including the controls es- 
tablished by the Departments of Munitions 


and Supply, Agriculture, and Fisheries, and 
provincial bodies exercising price control 
over such commodities as milk, fruit, vege- 
tables, and other products and services. In 
practice the effect will be that all such 
bodies will continue their present functions 
and present their price recommendations 
for concurrence to the Wartime Prices and 
Trade Board. 


Orders of Controllers in Munitions and 
Supply which relate to prices, margins or 
mark-ups, will, in future, require the ap- 
proval of Mr. Berkinshaw and the concur- 
rence of the Prices Board; equally, the 
problems of supply and allocation of civil- 
ian requirements will, where a Controller 
has been or may hereafter be designated 
by the Hon. Mr. Howe, be ruled upon and 
decided by such Controller, subject to the 
approval in each instance of Chairman 
Berkinshaw. 


Controllers of the Department of Muni- 
tions and Supply, eleven in number, exer- 
cise jurisdiction over machine tools, metals, 
motor vehicles, chemicals, timber, steel, oil, 
power transit, ship repairs, and supplies. 
All goods and services not now under the 
jurisdiction of these controllers are now and 
hereafter subject to the authority of the 
Wartime Prices and Trade Board. How- 
ever the Controller of Supplies in the De- 
partment of Munitions and Supply may, by 
designation of his Minister, be given juris- 
diction over matters that now, under its 
enlarged powers, are under the jurisdiction 
of the Wartime Prices and Trade Board. 


Powers of the Wartime Prices and Trade 
Board now include the authority to fix min- 
imum as well as maximum prices and mark- 
ups, and to prohibit the purchase, sale, or 
supply of goods and services at variance 
with such prices. The Board will now also 
have power to prescribe the terms and con- 
ditions under which any goods or services 
may be sold or supplied “whether on terms 
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of deferred payment or otherwise.” This 
reference in the Order obviously is the so- 
called “instalment buying” plan, restriction 
of which would appear to be in the national 
interest under wartime conditions. 

* * * 


STRIKE RESTRICTION—Strikes in war 
industries, including defense construction 
projects, have been outlawed in Canada, ex- 
cept when a majority of the workers vote 
in favor of a strike. 

Before the new edict it was illegal for 
war workers to strike until after a con- 
ciliation board had examined the situation 
and rendered a decision that neither the 
workers nor the employers were required 
to accept. The workers still had the right 
to strike. Now a strike is illegal even after 
a board of conciliation report unless the 
employes have notified the Minister of La- 
bor that they contemplate a strike, and 
unless by secret ballot conducted under the 
supervision of the Federal Labor Depart- 
ment the majority of the employes affected 
vote in favor of. striking. 

The ruling has been made necessary be- 
cause strikes had been called in war in- 
dustries on the initiative of the union exe- 
cutive or a small body of malcontents 
against the wishes of most of the workers. 
Henceforth any employe who took part in 
an illegal strike or any persons who in- 
cited or encouraged such a strike, would be 
liable to a fine of $500 or twelve months im- 
prisonment or both. Where strikes were 
called in contravention of the extended reg- 
ulations the Labor Department would 
recommend prosecution. 

N. Y. Times, September 18, 1941 
* * * 

CURTAILED CIVILIAN SUPPLIES — 
Further restriction of supplies of goods 
available for civilian consumption charac- 
terize Canada’s expanding national effort 
to provide materials needed for defense. 
The output of passenger automobiles for 
the domestic market in 1942 has been lim- 
ited to approximately 44,000 units, or 44 
per cent of the production last year. In- 
formal provisions for conservation made 
effective by voluntary agreements have 
been announced by representatives of vari- 
ous industrial groups. 

Regard for appropriate standards of liv- 
ing and recognition of potential inflation- 
ary tendencies are manifest in the revised 
statement of principles underlying the of- 
ficial policy relating to labor. Issued for 
the guidance of conciliation boards under- 
taking the settlement of disputes that in- 
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volve wages, the statement shows that the 
payment of a cost-of-living bonus under 
certain specified conditions is now manda- 
tory. Specific correlation of wage scales 
with a cost-of-living index is now pre- 
scribed. 

Guaranty Survey, August 25, 1941 

2k * * 

GERMAN WAR FINANCING—During 
the eight years from April, 1933, to March, 
1941, which include nineteen months of 
actual war, Reich revenue amounted to 
RM. 119,200 millions and Reich debt in- 
creased by Rm. 78,500 millions to Rm. 
90,000 millions. 

The Reich also had at its disposal “secret 
borrowings”—the earnings of administra- 
tive institutions, the contributions of social 
insurance schemes, and the special war con- 
tributions of the communes. But these ad- 
ditions, important though they are for as- 
sessing actual war expenditure, do not alter 
the fact that Nazi Germany has been able 
to finance the war mainly by taxation. 


(Rm. 1,000 millions) 


Administrative 
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19.7 
33.3 


1937/38 ‘ . 
1938/39 ___. . . 11.1 
1939/40 21.2 49.6 
1940/41 38.0 70.6 


*The figures in column 2 are semi-official. 
+Reich revenue in 1938/39 includes the cap- 
ital levy on the Jews. 


The first and most important fact emerg- 
ing from this table is that the share of bor- 
rowing in the total yield increased from 
13.7 per cent in 1937-38 to 53.8 per cent in 
1940-41. 

The Economist, August 23, 1941 
* * * 

GERMAN RATIONING—German con- 
sumers have received, along with the usual 
sets of seven ration cards for various staple 
foodstuffs, a new “household card” for mis- 
cellaneous foodstuffs. This provides forty- 
nine coupons for the purchase of potatoes. 

Uncertain crop prospects and a sharp 
increase in the consumption of potatoes 
since the outbreak of the war are cited 
as the principal reasons for this measure. 
Local experts estimate German wartime 
consumption of potatoes at 25 per cent 
above pre-war levels and point out that 
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this increase was caused by the shortage of 
rationed foodstuffs. 


To curb violators of food regulations, 
wide publicity was given to extraordinarily 
severe sentences in Berlin for food boot- 
legging. The sentences were announced by 
special posters in all market halls and open 
market places in the capital. 

N. Y. Times, September 18, 1941 
* * * 

NO “WAR FORTUNES” IN BRITAIN— 
The tendency has been towards greater 
equality in wages and salaries—even be- 
fore taxation is taken into account—for 
many high income earners in peacetime 
(for example, financiers, barristers, actors) 
have suffered very great falls indeed, while 
the ordinary wage earners have received 
increases in standard rates of pay, are fully 
employed and in many cases are earning 
considerable sums in overtime at rates high- 
er than standard hourly rates. 


Taxation effects further levelling. The 
Excess Profits Tax at 100% removes the 
whole of the additional profit made by 
trade and businesses as compared with pre- 
war standards. 


Income tax and Surtax on the higher in- 
comes are heavy. A married man with 
earned income of $4,000 pays $1,404.50 if 
he has no children. If the income is un- 
earned, the rates are even higher. On an 
earned income of $40,000 a married man 
with no children pays $27,330. 

To enjoy a net income of $16,000 a year, 
a man would have to receive a gross income 
of about $100,000; to have a net income of 
$24,000 a year, a gross income of over 
$400,000 is needed. 


The number of incomes exceeding $400,- 
000 a year just before the outbreak of war 
was 99, and the total number exceeding 
$100,000 (including the 99) was 1,437. Very 
few persons, then, have a net income over 
$16,000 a year and those with a net income 
over $24,000 are negligible. 


Estates Duty (payable on death) is an- 
other means of ensuring that those with 
high incomes from investments do not ben- 
efit by the war. Where the net capital 
value of an estate is between $400,000 and 
$480,000, the rate of duty is 26%; and this 
rate rises to 65% on estates over $8,000,000. 

It is obvious that the direct taxation sys- 
tem ensures that a rich man shall make a 
very large contribution indeed and that the 
making of “war” fortunes is an impossi- 
bility. 

Bulletins from Britain, September 3, 1941 
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Vichy Drafts New 
Labor Set-Up 


In a recent important broadcast to the 
French people, Marshal Henri Petain an- 
nounced that a labor charter to regulate 
relations between capital and labor in the 
“new France” will be promulgated soon. 
The idea is based upon a workers’ trade 
union and an employers’ federation for each 
particular industry in the town or city 
where it is located. A mixed committee 
composed of representatives of both organ- 
izations will meet periodically to consider 
current problems. There will be only one 
union for each trade. Membership in these 
unions is not obligatory, but although a 
worker is not forced to join he must pay 
dues for its operation. 


Above the workers’ and employers’ or- 
ganizations there will be a mixed commit- 
tee called upon to settle all disputes. A 
government representative will sit on this 
committee to execute decisions and arbi- 
trate disputes. Strikes and lockouts would 
not be permitted under the new set-up. 
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“Always Ready” 


‘*... The Navy is always ready’”’ 
Secretary of the Navy Franx Knox 
May 7, 1941 


Ou: First Line of Defense—The Navy—in ever increasing strength stands 
watch over the American nation. And each day the tempo of our shipyards, 
the basic factor in our country’s naval power, is accelerated. 

Bank credit—like the U. S. Navy—also is always ready. Commercial banks 
are actively participating in financing the construction of the new shipyards 
which are beginning to dot the nation’s coastline. The staccato tattoo of 
thousands of riveting machines heralds the growth of an invincible two-ocean 
navy, as destroyers and other ships of war glide down the ways months ahead 
of schedule. 

In financing the building of shipyards, as in other rearmament activities, the 
Chase is cooperating in vigorous measure with correspondent banks through- 
out the country, thus helping to place in the hands of our armed forces the 
means of defending America’s safety and integrity. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


Inflation Preventatives 


HENRY MORGENTHAU, JR. 
Secretary of the Treasury 


NFLATION is a distant threat no longer. 

But if we provide promptly the appro- 
priate means and use them vigorously when- 
ever necessary, we can prevent inflation 
from fastening its grip upon us. *** The 
rise in the prices of basic commodities [such 
as wheat, hogs, cotton and lumber] consti- 
tutes our red light, today, for such a rise 
is always the advance guard of an increase 
in the cost of living. If we fail to use the 
controls at our disposal now, we may find 
that food, fuel, shelter and clothing which 
now cost a dollar will cost almost twice 
as much before the process has ended. *** 


We now know, or ought to know, what is 
going on; that is perhaps the greatest dif- 
ference between conditions today and in 
1916. Our economy today resembles an 
overloaded steam boiler; the fire under it 
is being fed by billions of additional pur- 
chasing power in the hands of the public. 
If we are to prevent the boiler from burst- 
ing, we must damp down the fires by di- 
verting spending away from those articles 
or commodities in which there is a short- 
age, actual or potential. We must damp 
down the fires also by increasing the flow 
of goods available to the consumer. *** 


Actions to Date 


The huge tax bill is designed to withdraw 
a great amount of purchasing power that 
competes with the defense effort. 


The Treasury in its borrowing program 
is trying to obtain as large a portion of its 
funds as possible from current consumers’ 
income. Through the tax anticipation note 
it is seeking to increase the effectiveness 
of the income tax as a check on current 
purchasing power. More than a billion 
dollars’ worth of these notes were sold in 
the month of August. 

The Treasury is also selling Defense Sav- 
ings Bonds and Stamps to people of mod- 
erate and low incomes who have responded 


to a tune of a billion and a quarter dollars 
in four months. 

The Board of Governors is considering, 
and I hope will pass without undue delay, 
a bill to limit price rises and to supplement 
the efforts of the Office of Price Adminis- 
trator to limit those rises by voluntary co- 
operation. 


Further Steps Necessary 


These are useful steps to a necessary 
end, but they are not enough. 

We shall have to tax ourselves much more 
heavily next year than this year and to 
invest much more widely and systematical- 
ly in Defense Savings Bonds and Stamps. 

We may have to extend general controls 
over bank credit and create controls over 
selected capital expenditures. 

I hope that we may extend the social 
security program so as to increase the flow 
of funds to the Treasury from current in- 
come during the emergency and increase 
the outflow of funds when needed in the 
post defense period. I have already sug- 
gested the creation of a “separation wage” 
—an entirely new form of contribution out 
of which a worker may draw a regular wage 
for a stated period in case he loses his job. 
These measures would be good and desir- 
able in themselves, but they are especially 
necessary at this time, for they should help 
us to decrease certain forms of purchasing 
now and increase them in the future when 
they may be needed. 

We must reduce nonessential Federal ex- 
penditures and appeal for economy in state 
and local government expenditure and a 
curtailment of their borrowing for nonde- 
fense purposes. The President pointed the 
way a month ago when he vetoed a bill 
calling for 320 million dollars worth of 
highway construction, demonstrating a 
clear distinction between spending necessary 
for defense and spending that can be post- 
poned. *** 
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Use of Existing Supplies 


We must also make every effort to in- 
crease the supply of goods available to the 
consumer wherever this can be done with- 
out encroaching upon the defense program. 

Release of surpluses from storage is the 
most effective way to prevent a damaging 
rise in prices. Three months ago a rigid 
quota was applied to the importation of 
wheat from Canada with the ultimate ob- 
jective of keeping up the price of wheat in 
this country. However, only the other day 
the quota on sugar from Cuba was enlarged 
so substantially as to absorb most of the 
reserve stocks in that country. It seems 
to me desirable and necessary that we now 
follow the example set in the case of Cuban 
sugar and permit the entry of Canadian 
wheat in larger volume. 

Here in this country we have large re- 
serve stocks of farm products of many kinds 
which should be released for consumption 
as fast as necessary to prevent unreason- 
able price rises. Reserve stocks of butter, 
cheese, beef and pork now held in this 
country are far higher than they were a 
year ago and far higher than the average 
of the past five years. 
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In spite of a rise in cotton price of not 
far from 100 per cent in two years, Con- 
gress recently sent to the President a bill 
to freeze government stocks of cotton and 
wheat for the duration of the war, and thus 
to prevent the government from disposing 
of any of the surplus wheat and cotton it 
had acquired. The President promptly 
vetoed the bill because this measure would 
have aggravated the danger of inflation and 
might have frustrated our efforts to fight 
it. We ought not to withhold cotton sur- 
pluses, or any surpluses, from the market 
in times likes these. *** 


Group Folly or Common Protection 


It is sheer folly from the farmer’s point 
of view to push prices up by creating 
scarcities in times like these. The farmers 
suffered cruelly for twelve long years after 
the collapse of the inflation of 1920 and 
1921; they should not be made to suffer 
again. It is sheer folly in the same way for 
labor leaders to seek new increases in 
wages every few months — new increases 
which in turn produce higher manufactur- 
ing costs, higher prices, and a higher cost 
of living. It is poor business, in the long 
run for any businessman to seek exorbitant 
profits in this period of defense spending. 

Inflation does more than merely rob the 
wage earner of a portion of his earnings. 
It does more than saddle the farmer with 
a load of debt which he cannot repay. It 
is more destructive of morale than any 
other single force. Inflation divides the 
country. It sets up producers against con- 
sumers, workers against employers, the 
people who owe money against the people 
to whom the money is owed. 

No group in a community profits from 
inflation in the long run except the Three 
Horsemen—the Speculator, the Profiteer 
and the Hoarder. 


Before Advertising Club of Boston, Sept. 10. 


Anticipating Post-War Economics 


ERNEST MINOR PATTERSON 
Professor of Economics, University of Pennsylvania 


ET us note briefly the nature of the 
post-war world. It is important to real- 

ize that restoration of properties actually 
destroyed during the conflict is a relatively 
small matter. Some can never be replaced 


but the economic equivalent can be built 
within a very few years. It was not the 
outright destruction of the First World War 
that brought later troubles but the disloca- 
tions that it caused. 
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These dislocations were of two kinds — 
commercial and financial. During a war 
markets are lost and investments change 
hands. When the war is over new markets 
must be found, new channels of trade open- 
ed. Recently, ownership of the American 
Viscose Corporation passed from English to 
American investors. This property was re- 
ported to be worth $100,000,000. If we 
arbitrarily assume earnings at 8 per cent 
or $8,000,000, this transaction means that 
after the war the British will. have 
$8,000,000 less of dollar exchange with 
which to buy American goods. Multiply 
this amount as many times as necessary to 
cover the many other sales of investments 
to American buyers and the aggregate is 
large enough to have a staggering effect 
on our export trade. Then add the ad- 
vances the United States is making abroad 
under the Lend-Lease Act and through the 
Export-Import Bank. The net result is a 
reduced demand for our exports and an in- 
crease in the pressure of imports that is 
demoralizing in its effects. Dislocations in 
trade for this and other reasons will be 
tremendous. 


Financial dislocations, too, will be serious. 
Commercial demoralization and the assist- 
ance that we are rendering and will con- 
tinue to render to our fellow democracieis 
will produce a period of chaotic foreign ex- 
changes and investment losses. Defaults 
and repudiations may be expected. If de- 
layed by the pyramiding of investments as 
in the twenties, the later collapse will be 
all the more serious. If in addition there 
is a considerable advance in prices and a 
ballooning of capital structures, the crash 
will be still worse. 


We Can Prepare—Now 


Our clear duty at present is: first to 
urge the highest possible taxation with the 
one qualification that it be imposed in ways 
that will not restrict production and will 
not raise any more than is absolutely neces- 
sary the prices of the ordinary commodities 


of life. Taxes on profits, if by profits we 
mean a return over and above absolutely 
necessary and unavoidable costs of produc- 
tion, should be levied to the limit. This is 
no time to talk of making money or even 
cf avoiding losses. Taxes that will dis- 
courage purchases of semi-durable goods 
and set free productive capacity for war 
uses are to be welcomed. We must get along 
without our luxuries and even many of 
our comforts. We may have to accept the 
principle of forced saving as proposed by 
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J. M. Keynes and already adopted in Great 
Britain. We need not worry over the size 
of income taxes paid by those who have 
enough left to supply them with necessi- 
ties. It is a time not to notice how much 
is paid but whether the amount left is 
adequate for continued existence and work. 

But the levying of taxes is at best diffi- 
cult, since unwise taxation may not only 
be inequitable but also may interfere with 
production and retard the growth in our 
national income. The government must 
and will borrow large amounts. We may 
assume that there will not be any crude use 
of the printing press to furnish the govern- 
ment with paper money. We may, however, 
fear that the large amounts of bonds that 
are issued will be marketed in a way which 
will cause serious troubles in the near fut- 
ure and later. Bonds should not again be 
sold on the instalment plan. They should 
be sold outright for cash and should not be 
made available, except under the closest of 
limitations, as collateral for bank loans. 
The commercial banks should take no more 
of these bonds than necessity dictates. If 
these general principles are not followed we 
may expect a repetition of the experience 
of twenty-five years ago. Prices will rise, 
financial structures will be inflated and 
there will come another crash. 

If such a reaction comes the consequences 
may well be more serious than those of the 
twenties and the thirties. The government 
is rapidly extending its controls. In all 
probability this movement will continue, 
but in any case there is every reason why 
it should not be hastened. If another ser- 
ious depression should follow the end of 
this conflict, we shall presumably find busi- 
ness men asking again to be “bailed out.” 
If once more we have millions of unemploy- 
ed there will be even greater pressures than 
in the past for government relief. Those 
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who look with dread upon the extension of 
government control over all aspects of our 
economic life should make every effort 
now to lessen the inducements for govern- 
ment to step in later. 


Chief Danger 


The chief thing to avoid is a rise in 
prices. Since August 1939 wholesale prices 
have risen over 50 per cent in Great Britain. 
In the United States they are beginning 
to rise. To some extent these advances are 
being retarded but unfortunately we can 
have no confidence that the upward move- 
ment will be long delayed. Bankers do not 
need to be reminded that our commercial 
banks still have some six billion dollars of 
excess reserves and that we have some 
twenty-two billion dollars of monetary gold 
in the United States. Already the public, 
fearing further advances, has begun to buy 
in anticipation of them. 

' There is no reason as yet to suggest 
that the rise will be extreme or that we 
shall have “galloping inflation” of the sort 
experienced by Germany and other countries 
a few years ago. But there is every reason 
to expect that the upward movement will 
continue and there is every reason to do 
what little we can to prevent it. 

One caution may be added. In the twen- 
ties the situation was made tremendously 
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more difficult for some of the industries of 
Great Britain, for example the textile in- 
dustry, because, on the basis of a tempor- 
ary boom, their capitalization was _ in- 
creased. Capital structure and bank loans 
were built up which could not be supported 
when the depression came. Insofar as in- 
vestment bankers can discourage similar 
increases here they will be doing us all a 
service, and wherever they can secure the 
issue of equity securities rather than debt 
they should do so, since a failure to pay 
returns to holders of stock does not have 
the serious consequences that follow de- 
faults on interest payments. 

Another heritage that will be left us 
when the war demand subsides will be lost 
markets and, in many cases, an accumula- 
tion of capital and equipment which cannot 
be readily converted to peace time uses. 
During the First World War many corpor- 
ations anticipated the later reaction and 
continued their research work throughout 
the conflict. When peace came they were 
ready to market products which could be 
produced and sold under peace time con- 
ditions. It is gratifying to know that this 
lesson has been learned by many business 
men, now actively engaged in anticipating 
post-war conditions. 


From address before Pennsylvania State Bank- 
ers Assn. 


Two Billions Can be Cut 


GEORGE S. BENSON 
President, Harding College 


O my amazement I find that the Relief 

Bureaus, instead of recognizing that 
their appropriations should be cut or elim- 
inated, are now endeavoring to persuade 
Congress and the public that they are 
Defense Bureaus, and instead of merely 
retaining the same appropriations are re- 
questing larger appropriations. 

The NYA could not, by any stretch of 
the imagination, be deemed to have been 
created for any reason except “relief”; 
that is, assistance to youth. Now that 
every able-bodied youth can find employ- 
ment without difficulty, NYA claims to 
be a “defense” organization and it secures 
a recommendation that its budget be great- 
ly increased. Since then, I have seen an 
expensive moving picture exhibited in the 
best picture houses in the larger cities, pre- 


pared, I understand, at the expense of the 
Government, which attempts to show that 
the CCC boys are engaged in defense work. 

This is all very bad, in my opinion, be- 
cause the psychology of those engaged in 
relief work is, and should be, entirely dif- 
ferent from those engaged in defense pro- 
duction. When the relief organizations 
were created we were in hopes that we 
would be able to spend our way to prosper- 
ity. Boondoggling and many _ extrav- 
agances were defended on the grounds that 
regardless of the necessity for such pro- 
jects they provided employment for the 
needy. The reverse is true today, how- 
ever. Just as we now have priorities on 
aluminum, steel, etc., we can expect to have 
priorities on labor within the next year. 
There will not be enough labor to fulfill de- 
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fense production needs, and yet we find 
these relief organizations trying to con- 
vince Congress and the public that they 
are now engaged in defense production and 
that their budgets should be increased in- 
stead of being eliminated. Men who have 
been trained to think in terms of spending 
for relief should not now be in charge of 
work requiring the highest degree of ef- 
ficiency and economy. 


HOW TWO BILLIONS CAN BE CUT 


Items Which Can Be Eliminated 


Civilian Conservation Corp. $ 265,000,000 
National Youth Administra- 

_ 99,000,000 
500,000,000 
180,000,000 


Soil conservation 
Federal aid to roads _____......_.. 


$1,044,000,000 


Items Which Probably Can Be Cut In Half 
During Emergency 


Rivers, harbors, and _ flood 
control 

National park improvements ~ 

Agriculture forests and trails 

Rural rehabilitation - 

Food stamp plan - 

Export bounties _ 

Works Progress Administra- 
RM 

Departmental publicity and 
and franking 

National Resources Planning 
Board and Office of Gov- 


ernment reports—about 


121,000,000 
10 000,000 
10,000,009 
66,000,000 

100,000,000 

100,000,000 


39,000,000 


3,000,000 


-........---- 1,774,000,000 
887,000,000 
100,000,000 

2,031,000.000 


| gee ae adler Poe 
Ce oe. 
Regular departinents 
Grand total 


From Barron’s Weekly, July 28, 1941. 


The New Crop of Taxpayers 


NE of the most encouraging features 

of the hearings and discussions on the 

new tax bill has been the broader recogni- 

tion of the basic issues involved, namely, 

the need for reaching a much larger num- 

ber of taxpayers and diverting a much 

larger portion of the increased national 
income to the Treasury. 


The lowering of exemptions is estimated 
to increase the number of persons filing re- 
turns from approximately 15,500,000 this 
year to 22,000,000 next year, and the num- 
ber paying taxes (excluding the non-tax- 
able returns) from 7,900,000 to 13,200,000. 
Personal exemptions have been lowered in 
the past two years from $1,000 to $750 for 
single persons and $2,500 to $1,500 for mar- 
ried couples. At the same time, tax rates 
have been increased sharply, and surtaxes 
made to apply to the entire net taxable in- 
come, after personal exemptions. 


While the change in exemptions and rates 
represents an important step toward mak- 
ing more people bear a share through direct 
taxes of governmental costs, it still falls 
far short of what many students of the 
tax problem had hoped for, bearing in mind 
the need for diverting into the Treasury 
some substantial part of the huge new flow 
of funds into the hands of the public. Of 
the additional $303,000,000 of revenue ex- 
pected to be raised from the lowering of 
exemptions, only $49,000,000 is expected 
to come from new taxpayers and the re- 
maining $254,000,000 from present taxpay- 
ers. Aside from the question of revenue, 
however, the lowered exemptions will have 
the effect of making large numbers of per- 
sons tax-conscious for the first time. 


An indication of how the new tax rates 
compare with rates in this country prior to 
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the initiation of the defense program and 
with existing rates in Canada and Great 
Britain is afforded by the accompanying 
diagram. 

It will be seen that as compared with 
predefense taxes in this country, the in- 
creases now proposed are proportionately 
greatest in the lower and middle brackets 
which had heretofore been lightly taxed. 
Both Canadian and British taxes start low- 
er down even than the present Senate pro- 
posals, and are higher all along the line. 
These personal income tax rates, of course, 
do not provide an accurate measure of com- 
parative burdens of total taxes in the three 
countries, inasmuch as they do not take 
account of indirect national taxes nor of 
state and local taxes, which are heavier 
in this country. 


From National City Bank Bulletin on Economic 
Conditions, September 1941. 
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Personal Income Tax Rates in the United States as 
Compared with Great Britain and Canada, 
Married Person with No Dependents. 


for a 


Fiscal Facts 


OUNDING a note of warning against a 
destructive inflation, Alfred H. Wil- 
liams, president of the Federal Reserve 
Bank of Philadelphia, recently gave a con- 
vention of the New Jersey Bankers Asso- 
ciation a 10-point program of sound finan- 
cial policy designed for current needs. He 
advocated: 


1. Increasing the supply of consumer 
goods, wherever it would not inter- 
fere with military needs (admitted- 
ly extremely difficult). 

. Paying as much of the cost of the 
war as posisble out of current in- 
come through increased taxation. 

. Broadening the tax base. 

. Pushing vigorously the sale of De- 
fense Bonds. 

. Curtailing consumer credit. 

. Reducing non-military public expen- 
ditures. 


7. Mandatory priorities. 

8. Utilizing to the full existing plants. 

9. Controlling broadly and specifically 
all types of prices. 

10. Increased authority over reserves. 


“Many of these methods are already be- 
ing applied . . . Some involve more arbi- 
trary control than others, and that cond4i- 
tion is to be avoided as much as possible 
if we are to preserve our political and 
economic system,” said Mr. Williams. 

Point 8 referred, of course, to the need 
of additional sub-contracting on war or- 
ders. Mr. Williams called on the banks to 
search their communities for plant facil- 
ities which are not being fully used and 
which might be made available for war 
work. At the same time, he cautioned them 
against the use of credit to finance specu- 
lative activities, whether in real estate, 
inventories or fixed capital. 


Protective Purchasing 


ROTECTIVE purchasing is the ailment 
from which American industry is suf- 
fering. It is chronic, and it pervades our 
whole society . Defense industries have 
been stocking up on materials because they 
have feared that they might not be able to 
get them easily later on, and because they 


were nearly sure that costs would be higher 
if they waited. Nondefense industries have 
bought ahead for exactly the same reasons. 
So have government departments. The wo- 


.men acted in the same way when they 


stormed the stocking counters, and so did 
the motorists in the eastern states when 
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they decided to keep their gasoline tanks 
nearly full instead of almost empty. 


Manufacturers’ inventories are now the 
highest on record, both in dollar value and 
physical volume. The sharpest rise has 
occurred in goods in process of manufac- 
ture. They are now about 50 percent above 
the level of a year ago, while raw materials 
owned by manufacturers are only 20 per- 
cent higher. Finished goods in the hands 
of manufacturers are actually five percent 
smaller than they were a year ago. The 
form which the increased inventories have 
taken suggests that a considerable quantity 
of raw materials may have been put 
through one or more stages of manufacture 
and then accumulated as protection against 
a possible forced redistribution of raw ma- 
terials. 


An element favoring the growth of pro- 
tective purchasing has been the prevailing 
abnormally low interest rates, which have 
made it temptingly safe and inexpensive for 
producers to tie up capital in the dead 
storage of stockpiles of goods. This is one 
of the reasons why our economy has been 
sopping up huge volumes of materials, and 
producing too few munitions. We have 
been stocking up too heavily, and producing 
defense goods too slowly. 


Cleveland Trust Company Bulletin, September 


1941. 
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Conquest Without Arms 


A candid-camera picture of how Nazi 
strategy obtains life-and-death power over 
a foreign country by economic penetration 
is presented in the 28 page pamphlet en- 
titled “Germany’s Economic Conquest of 
Czechoslovakia,” by Dr. Antonin Basch, in- 
ternationally known Czech industrialist, 
who was there “when it happened.” The 
use made of foreign exchange and trade 
controls to deprive other countries of self- 
dependence or material freedom shows that 
all weapons of attack are not made of 
steel. To America this story is a warning 
—or a preview, and illustrates “peaceful 
penetration” in its ruthless modern form 
as an invader that feeds upon economically 
unbalanced nations; or even those who 
would swap false “security” for independ- 
ence. 


(Published by Czechoslovak National 
Council in America; New York, 1941.) 


...WE KEEP “MILKMAN” 
HOURS 


to speed your collection of 
New York State cash items 


® Our Night Transit service can save your bank 
as much as 24 hours in the presentation of cash 
items throughout New York State! 

At three in the morning we are still busy meeting 
all Buffalo planes and trains. Incoming cash items 
are sorted and redispatched to their destinations 
by the fastest possible route. This means presen- 
tation hours in advance of other methods. 


With few exceptions, items arriving prior to 12:30 
A.M, will be presented the next business day in 
60 New York State cities and towns. Cash items 
to other parts of the country are handled with 
comparable speed. 

Let us show you how we can bring about a worth- 
while reduction in float by speeding up your 
presentations and collections in New York State. 


MARINE TRUST COMPANY 
OF BUFFALO 


A Marine Midland Bank 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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IN PHILADELPHIA 


For transfer and collection of funds, for banking 
services, for conservative trust management, for 
financial information in general and Philadelphia 
information specifically —this company will give 
you prompt and effective service. 


* 
FIDELITY-PHILADELPHIA TRUST COMPANY 


Organized 1866 


135 South Broad Street « Philadelphia 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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International House 


The Need for New Incentives — 
America’s Challenge to the ’Isms 


Editorial 


HE evidence is conclusive that this world is not going back to the 

“old order’’, with the social inequities and economic errors which 
led to the World Wars and to the desperate and far more inhuman 
measures of the Nazi “New Order’. Even in America, ten years of 
depression, strife and aimlessness have disillusioned us with the laissez- 
faire economy on one hand and planned-economy on the other. Demo- 
cratic powers have not been matched by the responsibilities of those 
who wield them. Cupidity and arrogance and greed in some high places 
despoiled the heritage of peace which the first World War should have 
brought; we dare not make those mistakes again. 


Unless we, especially the New World that is America, correct 
those mistakes, none of us can look forward to more than an uneasy, 
temporary peace. Perhaps we shall even find that the international 
war will break apart into local civil wars as a result of unemployment 
and the resulting poverty and sense of frustration. 


The choice, though, is ours and the hopes of the world have been 
cast on the shores of the United States. Will we meet that challenge? 
Will we provide a workable blue-print for an international house in 
which each country may have true “lebensraum”’, may keep their quar- 
ters in order and be assured of proportional rights in the common hall- 
ways of trade, and of security for their own gardens of production? 
Can we set forth a greater Monroe doctrine with such appeal, so sound- 
ly conceived in human nature and in the laws of nature that the doc- 
trines of Hitler and other bastard ideologies will be recognized, by 
comparison, as the frauds they are? 


HIS cannot be done with a negative platform of being ‘against’. 
Our political campaigns, the present uncongealed state of military 
and civilian morale, the submission of many “neutral’’ countries to 
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Nazification should teach that lesson. It is natural to ask: “What good 
will it do, what will we get in return for this tremendous sacrifice, 
which dangers are the greatest?”” We in America are already being 
asked to dig up over 50 billions of our savings, past and future, for de- 
struction. Yet the only redemption value of this war lies in a just 
peace in which men may be assured of real freedom, opportunity and 
reward. 


Fire must be met with fire—one which will rekindle the dying 
hopes, ambitions, energies and ideals of all people. The time has 
come for a searching reappraisal of old traditions and new panaceas, 
of old motives and new “systems”. Great crises call for strong incen- 
tives which will overcome inertia and encourage individuals to work 
for mutual advantage. Russia and Germany and Italy have proclaimed 
their creeds. Why should not America provide a dynamic code, a 
Declaration of INTERdependence as the Magna Carta of the dem- 
ocracies? 


For a whole generation or more the lack of opportunity for the 
majority of individuals or nations has led them to seek for “security” 
guaranteed by their own government or a foreign trade or political 
pact. But after thig war no government will be strong enough, no na- 
tion wealthy and: productive enough to guaranty that poor substitute 
for opportunity, except under dictatorial or terrorist powers that may 
make Herr Hitler look like a bashful Sunday-school teacher. 


~ a ae 


URELY we can do better than that. We met the challenge once— 

in the social-political realm—with the Constitution and Bill of 
Rights. But the fine objectives and balances of power which they set 
forth, like those of the League of Nations, have been found wanting 
in a sound economic foundation. To be effective they must be imple- 
mented with a Bill of Opportunities based on the philosophy of induce- 
ment by economic rewards, perhaps aided by law, taxation policy and 
impartial quasi-public regulation or privilege. A well-conceived In- 
centive economy is alternative to the uncontrolled profit-motive on one 
side or creeping totalitarianism on the other. 


oo ie hUrlhlU UCU ee lel Ceti 


With the greatest aggregation of economic, social and political 
intelligence ever assembled in one place, America now has the leader- 
ship qualified to analyze the faults of the various "Isms (from Capital- 
ism to Communism) and to start the formulation of a humane and dy- 
namic economic program which can better assure internal as well as 
international harmony. Unless we are willing to sell our birthrights 
for a mess of paternalistic pottage, or to continue wasting our time and 
energies on strife with fellow-men, we will soon need to explore and 
put into effect the tremendous force of incentives which will encourage 
productiveness of each member of society and justice in distribution of 
the rewards. So far, the destructive objectives of war have been domin- 
ant; preventive study is necessary if we are to justify such sacrifices 
and direct the imagination of all our people toward a constructive end 
worth fighting for. 





EDITORIAL 


Post-War Trust Funds 


NSURANCE companies have extolled 

the patriotic virtue of their services 
in siphoning off excess purchasing power 
from competition of consumer supplies 
with war materials, in providing fin- 
ancing for the government and in stor- 
ing up post-war cash values. Savings 
and commercial banks and trust com- 
panies have taken active part in the de- 
fense bonds sales—and purchases, and 
trust funds have been large buyers of 
governments. Christmas Clubs have 
had a phenomenal growth, but are used 
only to provide seasonal buying power. 


But perhaps there is a special and 
more extensive job that can be under- 
taken by trust companies to the mutual 
benefit of customers and country, espec- 
ially while the public is inflation-wary 
of wholly fixed-income storage for their 
savings. It is decidedly desirable that 
all “non-essential” private expenditures 
which create price pressure or abet short- 
ages in defense materials be deferred 
until after the emergency. This also has 
the advantage to the saver of building 
up a back-log of funds which will be 
needed in the readjustment era and will 
have an appreciation in purchasing 
power under any resulting deflation. 
(Runaway inflation, the real danger to 
such saving, is considered quite improb- 
able and would be mitigated by immobil- 
ization of income during the war). 


Trust institutions might well consider 
the advisability of appealing to those 
with substantial uninvested cash or ex- 
cess incomes to create voluntary trust 
funds, and add to them during the war, 
as contingency trusts for post-war use. 
These could, of course, be revocable at 
will, or upon declaration of peace, and 
serve to store up both means and needs 
for post-war home modernization, pri- 
vate business expansion or conversion, 
or other deferrable demands. Obvious- 
ly, this would be most applicable where 
the common trust fund device is avail- 
able, and where there is choice between 
bond and equity investment. 


It may be asked what advantage this 
offers the trustor as against his direct 
investment. The answers to that are the 
same as have always been cited as argu- 
ments for institutional investment man- 
agement. As for the small estate own- 
er, his need of experienced judgment is 
greater than ever with the dislocations 
of first the shift from peace to war, and 
later the inevitable reversal. To the lar- 
ger owner, it would afford a valuable 
hedge to his own investment judgment 
and knowledge—or misapplication there- 
of. To the trustee it would bring de- 
sirable business. To the country it 
would afford. further relief from infla- 
tionary pressures or controls. 


Such a service might advantageously 
be brought to the attention of the many 
foreign citizens now resident in the 
States, and who are used to hoarding of 
funds in their home countries. They 
are generally unaware of the voluntary 
trust device, and still less with the op- 
portunities for custody, investment man- 
agement and trustee services of corpor- 
ate fiduciaries. 


Labor, Capital & Co. 


The common interests of employers 
and employees in the prosperity of both, 
and what can be done by union-man- 
agement cooperation is lucidly illus- 
trated in an article, “Labor, Capital & 
Co.” in the September Harpers. Com- 
pany and union leaders both will find 
here examples of the many ways in 
which collaboration with employees has 
overcome friction, improved operations 
and even salvaged businesses threat- 
ened with bankruptcy. Financial men 
will find this collection of case material 
a suggestive guide to the formulation 
of the new gauge which is becoming of 
prime importance to investors: the 
quality of a corporation’s labor rela- 
tions. 
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Effect of War Economy Upon Fiduciary Law 


Program of Section of Real Property, Probate and Trust Law 
American Bar Assn. Convention, Indianapolis; Sept. 29-Oct. 2 


Monday—2:00 P.M. 


GENERAL SESSION—Harold L. Reeve, 
Section Chairman, presiding. 


Statements by Directors of Divisions: 

Real Property: Charles E. Lane, Chey- 
enne, Wyo. 

Probate: Honorable Fred T. Hanson, 
McCook, Nebr. 

Trust: Walter W. Land, New York. 


“Selective Service System—Its Relation 
to National Defense and National Morale— 
Personal and Property Interests,” General 
Lewis B. Hershey, Director Selective Service. 

“Enforcement Problems in Government- 
al Price Control,” Brunson MacChesney, 
Assistant General Counsel, O.P.A. 

“Price Control and Priorities’”—Robert 
F. Bingham, Cleveland, discussion leader. 


Tuesday—9:30 A.M. 


REAL PROPERTY LAW DIVISION* 


Committee Reports and Discussion: 

Changes in Substantive Real Property 
Principles, Henry Upson Sims, Chairman, 
Birmingham, Ala. 

“Perpetuity, Rule Against Perpetuity, 
Codification of Both,” William F. Bruell, 
Redfield, S. D. 

“Desirability of Statutory Recognition 
of the Doctrine of Cy-pres in Constru- 
ing Charitable Trusts,” Henry Upson 
Sims and George E. Beers, New Haven. 

“Abolishing Possibilities of Reverter 
After Lapse of Time,” Judge Charles E. 
Clark, New Haven. 


PROBATE LAW DIVISION 


Committee Reports and Discussion: 
Trust and Probate Literature, P. Philip 
Lacovara, Chairman, New York City. 
Probate Jurisdiction and Practice, 
Morton J. Barnard, Chairman, Chicago. 
Guardianship Administration, William 
M. Winans, Chairman, Brooklyn. 
Improvement of Probate Statutes, R. 
G. Patton, Chairman, Minneapolis. 


Discussion of outline for selection of 
models from existing Probate Codes. 

“Trusts as Substitutes for Wills,” Edward 
C. King, Boulder, Colo. 


*Material not of direct interest to fiduciaries 
and probate lawyers is omitted. 


TRUST LAW DIVISION 


Committee Reports and Discussion: 

Creation and Administration of Trusts, 
G. W. Van Slyck, Chairman, New York. 

State and Federal Taxation, H. Her- 
bert Romanoff, Chairman, New York. 

Trust and Probate Literature, P. Philip 
Lacovara, Chairman, New York. 

“War and Inflation,” Prof. David F. 
Jordan, New York City. 

“War and Trust Investments,” O. Paul 
Decker, Chicago. 


Tuesday—2:00 P.M. 


JOINT MEETING OF PROBATE AND 
TRUST LAW DIVISIONS 


Committee Reports and Discussion: 
Trust and Probate Legislation, Ralph 

H. Spotts, Chairman, Los Angeles. 
Trust and Probate Decisions, Russell 

D. Niles, Chairman, New York City. 

“Trusts and Estates with Beneficiaries in 
Foreign Countries,” Clarence B. Jennett, 
Chicago. 

“Forged Wills and Fraudulent Estate 
Claims—Illustrated with Slides,” Albert D. 
Osborn, New York City. 

[The annual dinner on Tuesday at 7 P.M., 
will be addressed by Undersecretary of War 
Robert P. Patterson.] 


Wednesday—2:00 P.M. 


JOINT MEETING WITH SECTIONS OF 
MUNICIPAL LAW AND TAXATION 


Round table discussion of “Municipal 
Taxation of Real Property.” Leaders: 

For the Section of Municipal Law, Ar- 
nold F. Frye, New York City. 

For the Section of Real Property, Pro- 
bate and Trust Law, Robert F. Bingham, 
Cleveland. 

For the Section of Taxation, Robert C. 
Brown, Bloomington, Ind. 


Thursday—2:00 P.M. 
GENERAL SESSION 


“Emergency War Housing,’ Abner H. 
Ferguson, Administrator, F. H. A. 

Report of Committee: 

Cooperation of State and Local Bar As- 
sociations, Eleanor S. Burr, Chairman, Bos- 
ton. 

Business of the session and election of 
officers. 





CURRENT EVENTS 


The Revenue Act of 1941 


Highlights of New Provisions and Rejected Proposals— 
Suggestions for Fiduciaries 


HENRY N. ANDREWS 
Vice President, Old Colony Trust Company, Boston, Mass. 


HE Revenue Act of 1941 was signed 
by the President on September 20. 

Based upon the time which has been 
consumed in the passage of this Act it 
is probable that there will be no further 
amendments to the Revenue Act during 
1941, despite rumors to the contrary. 

Several amendments in which corpo- 
rate fiduciaries were interested and 
which were included in the Senate bill 
were eliminated in conference. These 
were (1) the provision to allow deduc- 
tion as a business expense of our fees 
for “conserving and conducting the 
business affairs of the taxpayer;” (2) 
the provision to allow as an estate tax 
deduction the full amount of the assets 
of any prior estate of a decedent who 
had died within five years, even though 
the assets had not actually been. taxed 
in the first estate; (3) the provision to 
allow deduction of a legacy where the 
legatee waived his right in favor of an 
alternately named charity; and (4) the 
provision to tax the income from ali- 
mony trusts to the recipient. The fact 
that these provisions were included in 
the Senate bill gives evidence of their 
reasonableness and sound- 
ness. 

The Conference Report 
as to (1) above advises 
that: 


“The conferees have de- 
ferred action on the mer- 
its of this amendment with 
the understanding that it 
will be considered in a 
later bill dealing with ad- 
ministrative matters. They 
were advised by the Treas- 
ury Department that 
wherever possible final de- 
cision by the Bureau of 
Internal Revenue on issues 


H. N. ANDREWS 


arising under the Higgins v. Smith de- 
cision would be deferred pending such 
later legislation.” 


Pending such possible future legisla- 
tion, the Higgins, Pyne and Farmers 
Trust Company cases hold as current 
law. 


The bugbear of compulsory joint re- 
turns of husband and wife did not ma- 
terialize but the corpse still has a few 
kicks. However, we are decidedly in 
an age where “Sufficient unto the day 
is the evil thereof.” 


As to provisions which survived un- 
changed, the major items are (1) the 
matter of handling capital losses and 
gains; (2) the three $40,000 exemp- 
tions—life insurance, estate tax and gift 
tax; and (3) the annual $4,000 gift tax 
exclusion. 


Major Changes 


WO changes of major importance, 
in addition to the rate increases, af- 
fecting individual and fiduciary returns 
are, first, the reducing of the personal 
exemptions. To a married person this 
has the effect of increas- 
ing the top bracket of tax 
(not the lowest) by $500. 
For instance a man with a 
$10,000 income pays $126 
additional tax through 
this change. Secondly, the 
10% defense tax has been 
done away with and the 
addition has been inte- 
grated, as Congress says, 
into the other rates. 


The alternate option of 
determining the tax on in- 
comes of $3,000 and under 
will cause some confusion. 
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INDIVIDUAL INCOME TAX RATES (NORMAL AND SURTAX) AS 
ENACTED IN THE 1941 REVENUE ACT, EFFECTIVE 
JANUARY 1, 1941 


bined normal and 
shown in Col. B 


surtax on sum 


in Bracket A to B* 
Amount of com- 


Taxable Income 
(in thousands) 
after deductions 
and exemptions 
Normal and Sur- 
tax % on amounts 
in Bracket A to B* 
Amount of com- 
bined normal and 
surtax on sum 
shown in Col. B 
Taxable Income 
(in thousands) 
after deductions 
and exemptions 
Normal and Sur- 
tax % on amounts 


se) 
o 
o 


A A 
$0 to 50 to 
2 to 60 to 
4to . 70 to 
6 to 80 to 
8 to 90 to 
10 to 100 to 
12 to 150 to 
14 to 200 to 
16 to 250 to 
18 to 300 to 
20 to 400 to 
22 to 500 to 
26 to 750 to 1,000 
32 to 1,000 to 2,000 
38 to 2,000 to 5,000 
44 to Over 5,000 


Note: Earned income credit not considered. *Defense tax integrated into basic surtax rates. 


GIFT TAX RATES 


1941 Act 1941 Act 


Effective January Effective January 
1, 1942 1, 1942 


Tax on Amount 


Shown in 
Tax on Amount 


Brackets A to B 
Shown in 


(In thousands) 
Effective through 
December 31, 1941 


Taxable Gifts 

(In thousands) 
Effective through 
December 31, 1941 
Brackets A to B 
Amount of 
Taxable Gifts 
Column B 


Tax Rate 
©|% on Amounts 


Amount of 
Column B 
1935 Act 


Tax Rate 
©!l% on Amounts 


Q 
| 


A B 
¥$112 1,000 to 1,250 $249,645 
375 1,250'to 1,500 315,645 
10 to 1,200 1,500 to 2,000 460,020 
20 to 2,250 2,000 to 2,500 
30 to 1,650 13% 3,600 2,500 to 3,000 947,400 
40 to 2,475 16% 5,250 3,000 to 3,500 1,157,400 
50 to 3,465 18% 7,125 3,500 to 4,000 1,378,650 
60 to 7,920 21 38,625 4,000 to 5,000 1,851,150 
100 to 250 29,195 22% 49,275 5,000 to. 6,000 2,353,650 
250 to 500 73,782 24 109,275 6,000 to 2,878,650 
500 to 750 125,070 26% 174,900 7,000 to 3,426,150 
750 to 1,000 183,645 27% 244,275 8,000 to 4,566,150 
over 10,000 


ey 


A 


aa to 
5 to 


ZO 1935 Act 


$317,400 
396,150 
564,900 
748,650 


One wH 
SOR & 
Saat 
00 or bo 
REE 


pus 

o 

as 

Be 
COW Ww Ww PO 
Owe 
REKEK 


— 
tbo 


+These figures are $82.50 and $112.50. 
See page 264 for estate tax rates. 





CURRENT EVENTS 


It seems that it will be necessary, parti- 
cularly where the allowable deductions 
are slightly over or under 10% of the 
income, to compute the tax twice—once 
under the new statutory provision and 
again under the usual method—to 


determine where the minimum tax lies. 
It is hoped that the provision will carry 
out its full intent and simplify the mak- 
ing of the vast number of small returns. 


What Increases Suggest 


HE increases in tax are best illus- 

trated by the accompanying tables. 
They speak for themselves. Although 
doubled and trebled in the lower brack- 
ets, the end is not in sight. From our 
point of view these drastic increases 
emphasize the desirability of taking ad- 
vantage of the gift tax law to divide 
or distribute capital for the minimizing 
of taxes. The fact that the increased 
gift tax rates are not effective until Jan- 
uary 1, 1942, makes this procedure par- 
ticularly attractive. 


Also the fact that the $40,000 insur- 
ance exemption is still available is of 
more than passing moment. With the 
drastically increased estate tax rates 
the insurance exemption makes it al- 
most imperative that this be the first 
form of investment after the general 
exemption of $40,000 has been covered. 
This additional $40,000 exemption given 
to life insurance is not given to any 
other form of asset, even government 
bonds, so that its acceptance is of major 
importance. We, of course, advocate 
very strongly the administration of life 
insurance through the form of the trust 
company life insurance trust. This 
gives the flexibility and personal touch 
which is so necessary in the adminis- 
tration of such assets. 


Corporation and excise taxes do not 
particularly affect fiduciaries except as 
to their bearing on corporate yields. 
From that viewpoint and that of the 
possible inability of corporations to ob- 
tain necessary raw materials we may in 
some instance be obliged to accept low- 
er yields. This is more than a passing 
thought. Investment analyses must 
give that possibility serious considera- 
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tion. Beneficiaries should be apprised 
of these important contingencies. 


Carry On! 


O much for the cold facts. Now, 

what can and should we, in our fidu- 
ciary capacities, say or do about this 
tax situation? First, we might as well 
accept the inevitable and do so grace- 
fully and in a co-operative spirit. Per- 
haps some of us feel that as individuals 
and as fiduciaries we are not getting 
equitable consideration. Now is not the 
time to think of that. The job ahead 
of us is not as tough as that of the 
powers that be—the protection and con- 
servation of a civilized world. If we 
can do our part in simply a financial 
way, aren’t we fortunate? 


Let each one of us carry this spirit 
to our beneficiaries; let us co-operate 
personally by rendering such services 
as we can to the various organizations 
now in being and such as will inevit- 
ably come into being soon for carrying 
on the collateral purposes incident to 
defense. Never in the history of ‘the 
world has there been greater need for 
optimism, loyalty to Government, co- 
operative spirit, and unity of action. We 
must win our goal or leave to our suc- 
cessors a military lock step which will 
have little or no need for estates pro- 
tection. 


Taxes probably will be higher; the 
size of estates will be smaller; the 
duties of a fiduciary will be more oner- 
ous, and it will be hard to keep com- 
pensation in line with cost of services 
rendered. Despite these obstacles let 
us carry on cheerfully and willingly. 


No Supine Attitude 


HE above does not mean that we 

should not suggest to our customers 
logical and legal steps to minimize tax- 
es, particularly such as have been de- 
vised by the Government of its own voli- 
tion: the making of gifts, preferably in 
trust, the establishment of pension 
trusts by corporations, the encouraging 
of charitable trusts, and the creation 
of testamentary trusts. Neither is there 
anything inconsistent in our combining 
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COMPLETE TRUST SERVICE 


De complete facilities insure prompt, efficient, and economi- 


cal service in all fiduciary duties. For individuals we serve as 
Executor, Administrator. Guardian, Conservator, Trustee or 
Agent. For corporations we serve as Registrar and Transfer 
Agent of stocks, and Trustee of bond and note issues. 


(Member Federal Deposit Insurance Corporation) 


City Nationa. Bank 
AND TRUST COMPANY of Chicago 


our efforts with those who are attempt- FEDERAL ESTATE TAX RATES 


ing to alleviate the tax situation by do- 
ing our utmost to insist upon business- 
like administration of governmental 
functions, nationally and locally. In 
fact it is our duty to support those who 
are assuming this unpleasant task at 
this particular time when the trend is 
so pronounced toward spending with 
little regard to the quid pro quo. 


We cannot rely upon precedent and 660 
probably not on absolute equity or im- 2,200 
partiality to foretell what the tax 4.620 
clouds have in store for us. Abnormal ; 
times demand abnormal ways and 21,660 
means to carry on. Drastic changes 63,780 
will be the order of the day. The best 112.340 
advice I can give is not to commit our- . 
selves as to what can or what cannot be , 167,340 
done taxwise as a hedge against these 228,780 
changes. All we can do is to carry on 588,000 
from day to day and do our best for the 1.499.640 
financial protection and security of sich liad 
those whose fortunes are placed in our 2,655,140 
hands. 5,323,500 


Sept. 


before 


before exemption 
20, 1941 


(in thousands) 
1935 Law cover- 
ing estates of per- 
sons deceased on 


Net Estate 
or 


R 
i) 
to 
o 


1941 Law Effective 
21, 1941 


Sept. 


LR 
or 
So 
—) 


1,600 
4,800 
9,500 
38,700 
100,900 
166,700 
236,900 
310,900 
735,200 
1,814,600 
3,111,400 
6,057,800 
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The Home Front 


FRANKLIN B. KIRKBRIDE 


EPRESENTA- 
tive democracy is 
today being put to the 
supreme test of its abil- 
ity to meet the totali- 
tarian powers. And 
once again Lincoln’s 
words must echo 
through the land: “A 
house divided against 
itself cannot stand.” 
Here, in the United States, we have 
undertaken to supply, in ever increasing 
measure, the tools for any and every 
nation that opposes the aggressor. It 
means a complete shift from peace to 
war economy. This, however, does not 
mean upsetting our way of life or af- 
fecting morale any more than may be 
required to produce the maximum re- 
sults. Planning of the highest order is 
essential and the best experienced admin- 
istrators that can be found will be none 
too good for coordination of industrial 
effort and the development of a national 
spirit necessary to achieve the objectives 
for which we strive. . 
During the first World War, we learn- 
ed much about essential and non-essential 
effort. Elsie Janis, entertainment, was 
even more essential to the fighting man 
than food and drink. I wonder if we 
today realize how essential gasoline (the 
automobile) is to civilian morale and 
factory output? Is cracking down the 
best way of arousing a proud and peace- 
loving people to maximum effort? Ra- 
tioning may have to come, but it should 
be the last resort after every possible 
expedient has been tried so as to keep 
a nation on wheels, rolling happily, bend- 
ing every effort to surpass all previous 
records in production. 


HIS is a plea to shift from peace 

to war economy in such a way that 
the changing gears will mesh easily and 
exactly, without loss of time and effort, 
without the rough grinding that is the 
result of too quick, too careless, too im- 
pulsive action. 


There has in the past been productive 
overcapacity all along the line and the 
problem has been to find profitable use 
for idle factory floorspace, for willing 
hands, eager to work, but without occu- 
pation. 


Suddenly the picture changes and from 
low gear we shift into high and go rap- 
idly from low production for a nation at 
peace to frenzied production to supply 
the sinews of war. To get the maximum 
results, there must be controls, rigid and 
sometimes ruthless, but it will not do 
to be forgetful of the normal life of the 
sovereign citizen who bends his back 
to the load and makes increasing output 
possible. To be successful, the burden 
must be distributed equally. If capital 
is to be made to feel the full force of 
the emergency, labor must not be pam- 
pered, nor must the task of management 
be made so difficult that accomplishment 
is next to impossible. 


HIS country, for better or worse, 

has stood behind almost revolution- 
ary changes during the past nine years. 
There has been too much inciting of 
class against class, too little in the way 
of making each class conscious of the 
particular part it should play in a repre- 
sentative democracy where brotherly love 
should prevail and hate should be ban- 
ished from the council table. 


The radical revolution was long over- 
due when it came finally. It has been 
riding in on a depression and reaching 
the crest of its wave in a war-torn world. 
As the tide ebbs, may not the next up- 
heaval be a conservative revolution dur- 
ing which the social gains of the past 
decade will be consolidated, made perm- 
anent and fitted into a way of life which 
now creaks, due to the overreaching of 
the new rich who would have power with- 
out responsibility and fail to realize that 
the body politic is no different from the 
physical man, who cannot be at his best 
part sick part well, part weak part 
strong? It is seldom the radical mind 
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This company 
has issued titles on prop- 
erties located in 56 of the 
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Main Office: Broad and Chestnut Sts. 
Downtown Office: 517 Chestnut Street 


Member Federal Deposit Insurance Corporation 


and the ability to administer wisely are 
combined in a single individual. Eng- 
land, after Waterloo, called on the Duke 
of Wellington to administer radical pol- 
icies which could only be made effective 
under the leadership of the trained con- 
servative. 


ORALE is based on confidence. 
Without confidence in government 
on the part of capital, management and 
labor, there can be no “all out” defense. 


No one-sided labor government, any 
more than a one-sided conservative gov- 
ernment, can win universal support. A 
truly national government, under the 
most capable leadership with an intelli- 
gently informed and vocal opposition, can 
heal the wounds of controversy, win the 
respect and loyalty of all classes and so 
develop this nation into the mightiest 
force for peace and justice the world has 
ever known. 

A truly “United” States, striving 
mightily, can accomplish wonders, can 
retain and when necessary advance the 
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social gains which have been achieved 
and at the same time give incentive to 
management and capital, and thus tools 
and income to the working man. They 
must accept joint responsibility, and 
political leadership must become con- 
scious of its obligations and duties to 
the country as a whole, rather than to 
any class. Management must realize 
labor is not a commodity and capital 
must be satisfied with a fair division of 
the rewards of successful effort. 


Voluntary Restrictions Ineffective 


The total paid out in wages and salaries 
has increased to a much greater degree 
than has the national income as a whole. 
Higher income taxes and prices have not 
as yet brought about any material con- 
traction in retail purchases, and efforts to 
promote systematic saving for war pur- 
poses have met with indifferent response. 
Thus many workers in industries whose 
activity has been greatly stimulated by war 
needs, have apparently been successful in 
retaining the bulk of their recently in- 
creased incomes, and are now enjoying a 
higher standard of living than for many 
years past. They are spending these addi- 
tional wages freely, in many cases antici- 
pating future earnings by heavy instalment 
purchases. Obviously it would be too much 
to expect that workers would labor far 
longer hours, and at the same time be con- 
tent with fewer of the pleasures of life, but 
some real effort to meet the rising cost of 
war is absolutely necessary. Voluntary cur- 
tailment of consumer spending has been 
given a fair trial and the result seems gen- 
erally unsatisfactory. The time to impose 
more definite and formal controls is rapid- 
ly approaching, if outlays for consumers’ 
goods are not seriously to impair the ef- 
fectiveness of the national war effort. 

Royal Bank of Canada, Monthly Letter, Sept. 
ee 


The Old Lady’s New Beau 


With the addition of J. M. Keynes to 
the court of directors of the Bank of Eng- 
land (endearingly known as The Old Lady 
of Threadneedle Street), there has been 
admitted to the inner sanction of the citadel 
of orthodox finance, one who had long been 
considered a heretic in finance. Does this 
presage a post war streamlining not only 
for the Bank but for financial institutions 
in general? 





CURRENT EVENTS 
TFR-300 Deadline Extended 


The deadline for filing reports on 
TFR-300 has been extended by the Trea- 
sury Department from September 30 to 
October 31, 1941, according to an an- 
nouncement made on September 18. 
Under regulations issued by the Depart- 
ment pursuant to Executive Order 8389, 
as amended, reports under oath on one or 
more of the Series of Form TFR-300 
must be filed with the respective Federal 
Reserve Banks with respect to any prop- 
erty in which any foreign national or 
country had any interest on June 1, 1940 
or June 14, 1941, and with respect to 
property in which Japan or China or 
nationals thereof had any interest on 
July 26, 1941. 


Trustees and representatives of es- 
tates must report property held by them 
on Series B, when the total interests on 
either of the first two dates mentioned 
above had a value of over $50,000 or 
when the national interests exceeded 
10% of the total, irrespective of the value 
of the interests. With respect to China 


and Japan, Series I must be used, the 


effective date being as indicated. With 
respect to beneficiary interests, the form 
depends upon the nature and extent of 
the interest. 


The Foreign Exchange Committee, of 
140 Broadway, New York City, has pre- 
pared, after consultation with the Trea- 
sury Department, a very helpful compil- 
ation of questions and answers regarding 
TFR-300. A separate compilation deals 
exclusively with matters pertaining to 
estates and trusts and interests therein, 
copies of which may be obtained from 
the Committee for 10c each. 


Some of the points discussed in the 
latter pamphlet are: several reports by 
one trustee; valuation of beneficiary’s 
interest in income or principal; mini- 
mum value of interest which must be re- 
ported; several interests of beneficiary in 
one trust; contingent interests; insur- 
ance trusts; powers of appointment; re- 
vocable trusts; spend-thrift trusts; di- 
rection of bank deposits on death of 
depositors; and distinction between re- 
quirements for report of beneficiary’s 
interest and report of trust property. 
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Mid-Continent Trust Conference 


The twelfth Mid-Continent Trust Con- 
ference of the Trust Division of the 
American Bankers Association will be 
held in St. Louis, November 6 and 7. 
The Corporate Fiduciaries Association 
of St. Louis and the St. Louis Clearing 
House Association will act as hosts. The 
program, which is nearing completion, 
will include discussions on _ taxation, 
problems of small trust departments, and 
a special session on investments. A new 
feature will be an economic-trust panel 
under the title, “America in War Econ- 
omy.” 


Thirty-three officers and members of sav- 
ings and loan institutions throughout the 
United States, recently received their “Cer- 
tificates of Recognition” from the Graduate 
School of Savings and Loan, sponsored by 
the American Savings and Loan Institute 
in cooperation with Northwestern Uni- 
versity. 
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Os? 


O N the air, in newsreels, in the news- 
papers, and by conversation, taxes are be- 
ing hammered home to the public. Millions 
of new taxpayers . . . drastically heavier 
burdens on old taxpayers. Now is the time 
to take advantage of their tax awareness 
to develop profitable new trust business. 
“Tax Talks” effectively tells the sales story 


of your Trust Department. Write for your 


copy. 


) 


\ 
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Redistribution of Wealth 


New Markets for Trust Service Created 


EARL R. HUDSON 
Kennedy Sinclaire, Inc., New York City 


HE trust and estate market has 

changed so drastically over the past 
decade that it behooves every trust offi- 
cer to examine these changes minutely 
if he is to successfully cope with the 
problems of present day trust merchan- 
dising. It is in the composition of the 
market rather than the over-all size that 
the greatest changes have occurred. 


Those individuals who have been most 
seriously affected by past changes and 
who can expect even sterner times ahead 
are the people of property who comprise 
the trust and estate market. But in 
spite of all the cries of anguish which 
have been set up from time to time about 
the destruction of capital and the van- 
ishing of wealthy Americans, probate 
records, statistical analyses, income tax 
returns and other sources of accepted 
data, show that the volume of wealth has 
been only lightly affected by the econ- 
omic changes which have been legislated 
over the past ten years.1 The records 
prove that the trust and estate market 
throughout the country still presents a 
very attractive source of revenue for the 
wide-awake banker. 


However, these records also indicate 
the comparatively small portion of this 


1. See Table I (Total Private Property 367 odd 
billion, 1928; 321 odd billion, 1936). 


market which corporate fiduciaries, 
speaking generally, have been able to 
secure. In most banks the business of 
administering estates is characterized 
by two things: (1) low volume, on the 
basis of the available market, and (2) 
wide fluctuation in annual volume. In- 
telligently directed new business effort 
can cure both these evils, but the energy 
to move forward along these lines can be 
generated only if trust officers and their 
respective boards are aware of the vol- 
ume of business available. Furthermore, 
to succeed, the new business plan must 
be predicated on a thorough knowledge 
of the classes or size of units which con- 
stitute this business. 


Same Wealth in More Hands 


N his study “Distribution of Private 

Property Among Economic Families 
in the United States on July 1, 1936,” 
Dr. Wilford I. King shed considerable 
light on the subject of wealth distribu- 
tion, which of course bears directly on 
the estate market. Dr. King contrasted 
private property distribution in 1936 
with that of 1928 and 1921. An examin- 
ation of the tables which he compiled 
illustrates strikingly how concentrations 
of wealth in the extreme upper brackets 
have been spread over the whole range 
of the trust market. (See Table I). 





Table I* 
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NET PROPERTY OWNED IN 1921, 1928, AND 1936 BY ALL FAMILIES IN 
UNITED STATES CLASSIFIED ON BASIS OF NET WEALTHS 
OF RESPECTIVE FAMILIES 


Total Value of Property Possessed 
by Families Having More Than 
Amount Specified (in thousands) 


Net Wealth Number of Families with Property 


per 


Family at 


above Amount Specified 


Lower Limit Dec. 31, 


of Class 


$0 

10,000 
20,000 
30,000 
40,000 
100,000 
150,000 
500,000 
1,000,000 
5,000,000 


1921la 


Dec. 31 
1928b 


40,908,324 46,704,275 


4,389,314 
2,249,204 
1,327,204 
816,304 
259,204 


28,684 
7,234 
649 


3,404,275 
1,471,275 
1,056,775 
826,275 
330,775 


53,775 


19,875 


July 1, 
1936 


41,500,000 
4,574,852 
1,574,190 
1,027,175 

748,508 
236,267 
146,044 
30,103 
9,037 
502 


Dec. 31, 
1921la 


$281,159,000 


183,029,000 
153,224,000 
130,514,000 
113,001,000 

79,115,000 


32,271,000 
17,832,000 
7,536,000 


Dec. 31, 
1928b 


$367,610,000 


199,610,000 
175,610,000 
164,960,000 
156,620,000 
126,310,000 


70,410,000 
47,810,000 


July 1, 
1936 


$321,085,966 


176,860,000 
134,944,000 
121,074,000 
111,179,000 
78,898,200 
67,520,000 
37,188,440 
22,239,606 
6,002,422 


*Some of the classes in the original table are omitted here. 

a. W. I. King, “Wealth Distribution in the Continental United States at the Close of 1921,” (Journal 
of the American Statistical Association, June, 1927), Table III, p. 152. 

b. Dr. King’s study, “Burroughs Clearing House” (September, 1931), p. 13. 


For example, in 1928 families with 
wealth of over $100,000 possessed 34.36% 
of the private property of the country; 
in 1936, they possessed 24.572%. In 
1928 families with wealth of over $500,- 
000 possessed 19.153% of the private 
property of the country; in 1936 they 
possessed only 11.582%. Translated into 
terms of the trust and estate market 
these figures indicate a broadening base. 


Expressed in a different manner, the 
table shows that in 1928, 330,775 fam- 
ilies, each possessing private property 
in excess of $100,000, owned in the ag- 
gregate $126,310,000,000. In 1936, 
1,027,175 families, each possessing pri- 
vate property of over $30,000, owned in 
the aggregate $121,074,000,000. This 
clearly illustrates the accumulation of 
wealth in smaller units. 


A similar trend is noted in the larger 
accumulations of wealth. In 1928, 53,775 
families possessing private property in 
excess of $500,000 owned in the aggre- 
gate $70,410,000,000. In 1936 an aggre- 
gate value of $67,520,000,000 in private 
property was owned by 146,044 individ- 
ual families worth over $150,000 each. 
Similar amounts of aggregate wealth in 
the higher brackets are divided into ap- 
proximately three times as many units 
in 1936 as in 1928. 


Fluctuation in Annual Volume 


URNING to fluctuations in the ann- 

ual volume of estate business han- 
dled by individual banks, we find an in- 
teresting example of this almost univer- 
sal characteristic in trust departments 
well illustrated by examining the estate 
market in the greater New York area 
with respect to: (1) the annual total 
value of estates appraised, and (2) the 
percentage of this business secured by 
several of the largest New York City 
banks. (See Table II). 


The total value of estates of over $50,- 
000 each as appraised for tax purposes 
is shown for each year from 1935 to 1940 
inclusive. The average deviation in vol- 
ume for the six-year period has been 
slight—about 10%. Compare this more 
or less stable market with the average 
deviation in volume of estates secured 
from this market which were adminis- 
tered by individual New York City cor- 
porate fiduciaries. In some instances 
the average deviation runs as high as 
90%. In all cases the average deviation 
in individual banks is considerably in 
excess of that for the estate market. 


By integrating the various elements 
contained in data submitted on the New 
York area with the material contained 





THE TRUST MARKET 


in Dr. King’s chart, it is possible to 
reach very definite conclusions. Dr. 
King’s survey showed far less concen- 
tration of private property among the 
higher brackets. In some classes there 
were three times as many family units 
owning a given aggregate value of pri- 
vate property in 1936 as there were in 
1928. This should indicate to the mar- 
ketwise trust merchandiser a need to 
extend his market over a much larger 
number of prospects if he is to secure a 
fair share of the available estate volume. 
Instead, New York banks adopted a mar- 
keting policy running directly contrary 
to the market trend. 

This is evidenced by the wide fluctua- 
tions in annual volume—an indication of 
extremely poor sampling of available 
business; and it is emphasized by the 
fact that the New York banks adminis- 
tered only about 15% of the number of 
estates appraised over the whole period 
1935 to 1940 inclusive (See Table III). 
As a result, these banks paid the penalty 
in business lost to the tune of approx- 


Table III 
Number of Estates Administered 


(Over $50,000 Valuation in Westchester 
and 5 Counties of Greater N. Y.) 


Banks 


250 
260 
244 
206 
172 
167 


Individuals 


795 
799 
1,002 
858 
848 
883 


Year 


1935 
1936 
1937 
1938 
1939 
1940 


imately a billion and a half dollars in 
gross estate values and about twenty- 
eight million dollars in gross fees. 


Don’t Fish for Big Ones Only 


LTHOUGH the situation in the New 
York area has been stressed, it is 
typical of the major share of financial 
centers throughout the country. (See 
Table IV). Bankers apparently have 


Table II 


CORPORATE vs. INDIVIDUAL ADMINISTRATIONS 
(Estates over $50,000 Valuation in Westchester and 5 Counties of Greater N. Y.) 
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not taken the trouble to find out the 
changes which have taken place in the 
market. They do not realize that in 
order to stabilize volume at high levels, 
all classes of the market must be solici- 
ted. If solicitation is limited to a very 
small class of the market a very low 
average volume and extreme fluctuation 
in annual volume must necessarily occur. 
The more limited the merchandiser’s 
field, the greater becomes his sales risk. 
This axiom is well understood by all 
types of merchandisers—those who sell 
service as well as those who sell goods. 
The policy of large industrial corpora- 
tions is to invade every price field with 
their products. The radio manufacturer 
who sells a $400 console model also turns 
out a $17.50 table model. Few life in- 
surance men are too immersed in bigger 
business to write a $1,000 policy. In 
fact, most general agents become some- 
what nervous when their business seems 
thickly spread over a relatively few cus- 
tomers. The loss of one risk may severe- 
ly dent annual commissions. 
Unfortunately few, if any, trust de- 
partments operate on this principle. 
They always fish for the big ones—which 
too often get away. Tremendous effort 
and thousands of dollars worth of time 
are spent on developing trust business 
among a relatively few clients. The 
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great mass of the market is entirely 
neglected, and unsuccessful solicitation 
of a chosen but harassed few becomes 
extremely costly speculation. 


Volume Reduces Unit Costs 


UITE often the trust officer con- 

cludes that it is necessary to secure 
large estates, for the small estate is usu- 
ally administered at a loss. What consti- 
tutes a small estate is somewhat vague. 
To a large extent the estate of profitable 
size is determined by the efficiency of the 
trust department, and the capacity for 
work of its officers. Certainly there 
seems to be very little merit in state- 
ments made by representatives of large 
city banks that costs are higher in large 
cities, hence small estates are unprofit- 
able. 

An excuse of this sort illustrates a 
fundamental misconception of the prob- 
lem. Banks established in large cities 
are in a position to secure volume. Vol- 
ume should be secured in the trust de- 
partment as well as the loan department, 
or any other earning department. Five- 
and-Ten-Cent stores operate more pro- 
fitably on Fifth Avenue where rents are 
perhaps the highest in the world than 
they do in the smaller center where costs 
of operation are extremely low. The 
answer may lie in the fact that trust de- 


Table IV 
CHANGES IN SIZES OF ESTATES — 1931 AND 1938 


TAXABLE ESTATES — FILED UNDER ALL FEDERAL REVENUE ACTS 
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partments do not secure the recurring 
stabilized volume of business which 
would enable them to install a system 
efficient enough to handle profitably a 
large number of smaller estates. It is 
some measure of achievement for trust 
departments that they are able to oper- 
ate as evenly as they do considering the 
ups and downs of their gross business. 
But under such a limping method of 
operation as now exists, trust profits will 
not achieve the big business volume 
which the market positively indicates. 

Turning to a bright side of this pic- 
ture it is interesting to see what can be 
accomplished by banks which are truly 
aware of the estate market and its trend, 
and use sound merchandising policies 
built on a keen knowledge of that market 
as illustrated by study of such centers 
as Hartford, New Haven, Stamford, 
Pittsburgh, and Philadelphia. Securing 
collectively a high percentage of the 
volume available, and maintaining indi- 
vidually high volume and stability, these 
banks prove conclusively the case for 
market research as a necessity for pro- 
fitable estate and trust business. 


Same Principles As to Trusts 


LTHOUGH most of the comments 

in this article have thus far been 
directed to the estate market, they serve 
also to illustrate the trust market. The 
trend toward distribution of wealth into 
many more but smaller units presages 
changing methods of operation of trust 
funds. This trend, as in the case of the 
estate market, can be a boon to the 
alert trust department. There are more 


trust prospects than ever before. They 
need the advantages of fiduciary service 
more than ever before. Difficult invest- 
ment conditions coupled with increasing 
taxes are bound to impress those pros- 
pects with the advantages of sound man- 
agement. 


This presents to the trust officer both 
an opportunity and a problem. The 
opportunity lies in the need of these in- 
vestors for fiduciary service; the prob- 
lem is how to render such service at a 
profit. Those trust officers farsighted 
enough to have examined the question 
thoroughly, believe that the common 
trust fund is the most efficacious means 
yet devised of raising both the volume 
of trust profits and the ratio of net to 
gross. Its highly successful operation 
in those banks which have had courage 
enough to install it firmly justifies this 
belief. 


In this regard, R. W. Sinsabaugh. of 
Clark, Sinsabaugh & Co., made an inter- 
esting observation in his address before 
the New York Financial Advertisers 
Association on June 18, 1941: 


“The small investor also is in need of 
a financial service which possibly the 
trust departments of banks can provide 
if they are willing to break with past 
tradition. The investment trusts were 
theoretically designed to provide such a 
service. Unfortunately there were a 
few unscrupulous investment trust man- 
agers who have caused great losses to 
the small investor. Investors are incap- 
able of separating the sheep from the 
goats but bankers, with their high repu- 
tations for honesty and for service to 
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the community, might well be in a posi- 
tion to provide such service.” 


“Unnecessary” Taxation 


TTENTION has been given to the 

present estate and trust market and 
the long-term trend indicated. Certain 
other elements of a somewhat temporary 
nature, such as the outgrowth of our 
preparedness efforts, should also be con- 
sidered. Certainly the most publicized 
element is that of taxes. The recent 
announcement by President Roosevelt 
that there would be need for a new tax 
bill each year during the defense emerg- 
ency, is hardly reassuring for the 
wealthy individual, but some of his grief 
can be mitigated if he is properly guided. 
Surely if trust prospects were even 
slightly acquainted with the splendid 
service that trust departments, in co- 
operation with attorneys, are prepared 
to render in the tax field, they would not 
fail, as they so often do now, to take 
advantage of it. 
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The general ignorance of laymen on 
the subject of taxes is responsible for 
much unnecessary taxation. With estate 
and income taxes reaching more deeply 
than ever into the pockets of individuals 
of middling wealth, trust officers must 
educate this tremendous new trust mar- 
ket in the conservation of property. 
Furthermore, the time to act is now. 
Estate exemptions may ultimately be low- 
ered, and gift and estate tax rates, as 
well as income tax rates, are already 
being increased. 


The seriousness of the tax problem 
should shock corporate fiduciaries into 
taking immediate steps to warn their 
prospects of the difficult conditions which 
lie ahead. The disastrous effects on the 
community resulting from the forced 
sale of non-liquid assets to pay estate 
taxes must not be underestimated. It be- 
comes almost a civic duty for trust 
departments in conjunction with life un- 
derwriters and attorneys to instill in the 
minds of prospects the great advantages 
of sound estate planning. 


Defense Creates Opportunities 


UT of the defense effort has arisen 

another need for corporate fiduciary 
service which can be traced to the dis- 
ruptions in family life caused by mili- 
tary service. Of the million and a half 
men in uniform there are thousands who 
are wealthy enough to require sound 
management of their capital while they 
are serving their country. It would be 
difficult to visualize a finer use for bank 
services than the conservation and super- 
vision of the assets of those individuals. 
Such services may be rendered through 
a custody arrangement, or a living trust. 
Will appointments of corporate fiduciar- 
ies by men in this category can also be 
judiciously stressed when trust solicita- 
tion plans are considered. 


A characteristic of any national re- 
armament program is the large scale 
movement of people from one locality to 
another. Industries, such as airplanes, 
plastics, and synthetic fibres, sprout up 
in far-flung corners, and individuals are 
absorbed from many other geographical 
sections to run them. Labor, manage- 
ment and capital are transplanted over- 
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night. In some instances, new plants 
of this nature operate only for the dura- 
tion of the emergency. In others, the 
industry settles itself firmly into the 
new community, increasing the number 
of trust prospects for the local corporate 
fiduciary. A wide-awake trust depart- 
ment will keep strict account of these 
industrial movements. Not only can it 
serve those wealthy executives and plant 
owners who come to stay; it can also 
serve individuals who leave their com- 
munity on temporary defense missions 
by managing their personal financial af- 
fairs during their absence, leaving them 
free and unfettered to do a better job 
for defense. 

It would appear sensible for strateg- 
ically located banks to lay the ground- 
work now for the trust business that 
must inevitably develop from expanding 
industries. 


Meeting the Need 


E have found that the greater part 
of the trust market available for 
corporate fiduciaries has yet to be se- 
cured, due probably to a lack of under- 
standing of both the size and the nature 
of this market. Changes in the market 
over the past decade indicate a need for 
new methods of solicitation, as well as 
improved methods of operation. Too 
much emphasis should not be placed on 
administration at the expense of mar- 
ket knowledge and market needs. 
Unquestionably corporate fiduciary 
service is more sorely needed by a great- 
er number of people than ever before. 
When the banks are as ready and as will- 
ing to render such service as prospects 
are to use it, sound volume will*be 
secured and profits accruing from trust 
operations will jump to unprecedented 
levels. All that is needed to meet the 
few problems which a changing trust 
market indicates, are courage, imagina- 
tion and capacity for work on the part 
of bankers and trust officers. 


Chicago—The Treasury Department re- 
cently announced that A. J. MULRONEY, 
Deputy Comptroller of the Currency, has 
resigned to become vice president of the 
Federal Reserve Bank of Chicago, taking 
the position formerly held by C. S. Young, 
now president. 
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Executor and Trustee 
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Mississippi Valley Trust Co. 


St. Louis 


Cleveland Trust Employs Film as 
Public Relations Vehicle 


The sound film, “Song of a City,” which 
the Cleveland Trust Company has sponsor- 
ed, and which they plan to use as a vehicle 
for improving relations between the bank 
and the public, was created by Richard 
Taylor, a member of the bank’s staff. The 
film shows Clevelanders at work and at 
play and took 18 months to make. A mus- 
ical score has been provided by the famed 
Cleveland Orchestra and commentary by 
Nicki Burnett of Radio Station WHK. 
Banks are given a place in the film, but 
only as part of the city’s industrial, insti- 
tutional, civic and recreational life. The 
film, which takes 45 minutes to run, will 
be loaned without charge to any repre- 
sentative Cleveland group for presentation. 


H. G. Leedy was recently elevated from 
vice president, general counsel and secre- 
tary of the Federal Reserve Bank of Kan- 
sas City, Mo., to the presidency, succeeding 
George H. Hamilton, who retired March 1 
owing to age requirements. Mr. Leedy, 48, 
is the youngest man ever to head the bank. 
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Trust Development Forum 


After the prepared talks at the New 
Business Forum held during the Pacific 
Coast Trust Conference last month, there 
was discussion from the floor on the 


subjects of the various papers.* 


The 


following summary of the remarks was 
written for Trusts and Estates by Don 
R. Cameron, trust officer, Union Bank & 
Trust Co., Los Angeles, who led the 
forum: 


Public Relations: 


1. 


In the field of public relations a 
reeognition of the fact that the cul- 
tivation of attorney good will is the 
best field for continued endeavors. 
(a) Participation of trust men in 
the American Bar Association, 
and local Bar Associations, by 
membership, by work on com- 
mittees, and participation in 
Law Forum discussions where 
they affect estates and trusts; 
The use of advertising space 
in law association periodicals; 
The preparation and dissemin- 
ation of trust forms to lawyers 
only. 


(c) 


. Life Underwriters 


(a) Cooperation in the formation 
and continuation of the activi- 
ties of life insurance and trust 
councils. 


. More activity by trust men in law 


colleges to further the educational 
knowledge concerning trust compan- 
ies and their services. 


. Cultivation of a closer relationship 


between trust companies and (a) 
certified public accountants (b) in- 
vestment counsellors. 


. Use of the press, both by individual 


institutions and by local fiduciary 
associations, in connection with hu- 
man interest items of trust news. 


Advertising 


1. 


A division of opinion as to the pro- 
portion of the advertising budget 
which could be expected to bring the 


*See August issue, pp. 155-159 incl. 


best results by the use of newspaper 
space as against the use of book- 
lets and direct mail efforts. 


. In addition to Judge Monk’s formal 


remarks concerning radio broad- 
cast, it was brought out in the dis- 
cussion that its use actually was in 
what he termed a “narrowcast” 
rather than a “broadcast.” In other 
words, specific prospects were asked 
to listen. The effectiveness of such 
use was highly recommended. Doubt 
was expressed as to the results to 
be obtained from ordinary broad- 
cast. 


. With reference to “copy,” opinion 


was generally voiced that the sub- 
ject matter is much more effective 
if prepared by trust men, the efforts 
of advertising counsel being direct- 
ed to the method and form of pre- 
sentation. 


. The use of current periodicals con- 


cerning taxation, for dissemination 
to attorneys, showed no uniformity 
of opinion or results. 


Solicitation: 


1, 


Consensus of group that customers 
of institutions are best prospects. 


. Estate Planning and Tax Savings 


probably easiest approach, although 
recognized to be expensive. 


. Review of Wills over five years old 


recommended by some institutions, 
but wisdom of such voluntary action 
doubted by others. 


. Comment that in Oregon under re- 


cent treaty with the Bar, Trust 
Companies cannot solicit appoint- 
ment as Trustee or Executor in 
their advertising. 


. The use of small printed sign (21x- 


3%) in neat frame “My Will is Up 
To Date. Is Yours?” on desks of 
Trust and Banking Officers was re- 
ported to be effective. 


. Use of information concerning pros- 


pect’s hobby has been helpful. 
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The Trust Market — New Horizons 
F. A. A. Meets at Cleveland 


NE of the distinguishing character- 

istics of the Financial Advertisers 
Association Convention, which sets it 
aside and apart from the usual run of 
annual meetings, is the single-minded 
manner in which officers and delegates 
devote themselves to the business at hand 
and allow little digression, either in the 
scheduled addresses or impromptu round 
table discussions, from the business of 
financial advertising. 


This year’s meeting at Cleveland was 
no exception. One would think that the 
delegates who attended this twenty-sixth 
annual convention of the F.A.A., which 
was held in the Hotel Statler from Sept. 
8 through Sept. 11, were oblivious to the 
momentous happenings in the world 
about them and unconscious of the im- 
portant changes and decisions taking 
place in Wall Street and Washington. 
But one more intimately acquainted with 
this financial advertising fraternity, 
knows that these delegates are well in- 
formed and keep well posted on national 
and international politics and affairs but 
that during their annual four day meet- 
ing they mean to in- 
_ form themselves of 
every new and sound 
financial advertising 
idea that the conven- 
tion might offer them. 
They are a very prac- 
tical minded group who 
mean to get out of the 
convention some defin- 
itely usable ideas to 
take home with them, 
and for that reason 
shy from a discussion 
of the imponderables. 

Of course, the ad- 
dress of the retiring 
president, Robert J. 
Izant, did concern it- 
self, to a certain ex- 
tent, with the broader 
issues and their impli- 
cations on the field of 


VICTOR CULLIN 


financial advertising, but by and large 
the discussion adhered to the straight 
and narrow. Mr. Izant, who is vice pres- 
ident of the Central National Bank of 
Cleveland, urged his fellow members to 
make an effort to “see the handwriting 
on the wall, and seeing it, seize the op- 
portunity it presents.” 

Mr. Izant went on to say: “To many 
the road signs are unmistakably clear. 
Ours is a business that was brought into 
being to improve mankind’s condition 
in all walks of life; and it is the only 
business in our social structure holding 
such vast responsibilities. As we stride 
toward perfecting it, we make strong all 
those facilities which benefit the pub- 
lic, although at times our progress is 
impeded with the necessity to eliminate 
economic abuses. If we have slowed up 
in recent years we should recognize the 
forces causing it as handwriting on the 
wall, not sinister aspect. Maybe histor- 
ians will tell oncoming generations that 
Wwe were wise in this discernment, that 
we were able to interpret governmental 
controls and regulation as ‘super’ vision. 

Invariably the signs 
along the road, if fol- 
lowed, have led us into 
improvements, inven- 
tions, better living con- 
ditions, onto higher 
planes in human rela- 
tionships. But this re- 
quires wisdom, this 
reading of the hand- 
writing, if it is to be 
translated into action, 
not into words alone.” 


Urges Bankers to Pro- 
mote Trust Work 


PEAKING on the 

subject of “Bank 
Officers’ Part in Trust 
Promotion,” Gilbert 
Stephenson, director of 
the Trust Research De- 
partment of the Amer- 
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ican Bankers Association, emphasized 
that “every officer of a trust institution 
is an officer of the whole institution, not 
of any one department, and has respon- 
sibility with respect to every activity in 
it. 

“Every bank officer has at least six 
basic parts in trust promotion,” he con- 
tinued. “They are (1) to familiarize 
himself with the functions and services 
of the trust department, (2) to be con- 
scious of and sensitive to trust new bus- 
iness possibilities, (3) to bring such 
possibilities to the attention of the pro- 
per person in the institution, (4) to 
accept and discharge special assignments 
of trust promotion, (5) to place his own 
trust business and that of his family or 
business with his own institution, and 
(6) to place it with his institution upon 
normal terms and conditions. 


“The distinctive part in trust promo- 
tion of the chief executive officer is to 
create throughout his institution an at- 
mosphere hospitable to trust promotion. 
He should familiarize himself with his 
bank’s trust promotional program; 
should discuss promotion plans and prob- 
lems with the trust department; should 
sign letters to prospective customers and 
arrange for meetings of officers to dis- 
cuss promotional matters.” 


Group Annuity Contract vs. 
Bank Trusteeship 


. P. DECKER, vice president of the 

American National Bank and Trust 
Company of Chicago, and Conrad A. Or- 
loff, a member of the Actuarial Society 
of America, debated the question, “Rela- 
tive Advantages of Pension Fund Accum- 
ulations Under Insured Group Annuity 
Contract over Bank Trusteeship.” Mr. 
Decker upheld the private plans as han- 
dled by the trust department of banks, 
and Mr. Orloff told of the advantages of 
the insured group annuity. 


Mr. Orloff made the point, “if the in- 
surance company is a mutual company, 
the group annuity plan is fundamentally 
operated on a ‘non-profit’ basis. Since a 
mutual insurance company does not have 
stockholders, surpluses developed through 
the operation of the plan must revert 
to the policyholders.” 
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In rebuttal, Mr. Decker admitted the 
“non-profit” advantage but questioned 
the greater ability of the insurance com- 
pany in investing funds, and the lower 
cost of the administration of the funds 
by insurance companies as compared to 
privately invested trusteed funds. Dis- 
cussing the investment side of private 
pension plans, Mr. Decker declared that 
the amendments suggested by the I. B. 
A. require careful investing of 75% of 
the funds in a trusteed pension plan and 
permit wide latitude with the balance, 
thereby enabling the trustee to perform 
an intelligent and less legalistic invest- 
ing service. 

Additional advantages of the private 
pension plan are flexibility and employee 
interest. When employers have their 
own private plans, they can insert in 
them all of the “little quirks” they and 
their employees desire, thus creating a 
better employer-employee relationship, 
and giving the employer “another basis 
for increasing his employee’s interest in 
his business.” 

Mr. Decker told his audience that the 
trust departments of banks seem to have 
overlooked this great potential field for 
new business. and that trust companies 
would be doing American industry a 
great service by suggesting to employers 
that they carefully study the relative 
advantages and costs of trusteeing their 
pension plans rather than insuring them, . 
and then hire the bank’s investment de- 
partment to perform the investment ser- 
vice. 


Selling Revocable Trusts 


HE most effective method of selling 

a revocable trust is to study the cus- 
tomer’s specific problems and then show 
him how such a trust can help to solve 
them, was the thesis of an address deliv- 
ered at the Convention by Louis W. 
Fischer, assistant vice president of the 
American National Bank and Trust Com- 
pany of Chicago. Mr. Fischer listed 
three of the points which could be made, 
but went on to say that you could not 
lay down a general rule as to which 
points to emphasize in selling a revoc- 
able trust. That must be determined by 
the customer’s needs. Mr. Fischer’s 
three points were as follows: 
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(a) Saving second set of taxes or ex- 
penses; (b) Investment management; 
(c) Saving attorney’s fees. Each has its 
proper place in advocating the use of a 
revocable trust, but their applicability, 
timeliness and effectiveness must neces- 
sarily depend upon the circumstances of 
each individual case. 


Advises on Obtaining Trust Business 
from Women 


IVE of the important questions in- 

volved in the operation of trusts 
posed by the Financial Advertisers pro- 
gram committee were answered by Miss 
Louise B. Moyer, director of publicity 
and new business of the Plainfield (N. 
J.) Trust Company. The first question 
was: 


What is the most effective method of 
securing trust business from women and 
do women trust prospects prefer to dis- 
cuss their trust problems with a woman 
or man solicitor? 


Answering the first part Miss Moyer 
advanced the idea of making your ser- 
vice so helpful and satisfactory to women 
who are beneficiaries of wills and trusts 
under the bank’s administration, that 
they will appoint the bank to carry out 
their own arrangements. Miss Moyer 
believes that women prefer women solic- 
itors. They feel, generally speaking, 
more at ease with a woman and feel 
freer to discuss personal problems. 


In answer to the other questions, Miss 
Moyer believes that a small trust com- 
pany can compete with a large one and 
that the negative reaction of wives to 
the idea of a corporate executor and trus- 
tee can only be overcome through educa- 
tion. When asked the question “What 
is the smallest trust fund your bank will 
take?” Miss Moyer replied, “We set no 
fixed minimum. Under a will we feel 
morally obligated to accept trusteeship 
wherever possible. Under voluntary 
trusts we prefer to take nothing under 
$10,000. However, each case is separate- 
ly considered and our decision rests upon 
various factors such as type of assets 
in the estate, the expectancy of collateral 
business and the possibility of making 
a profit.” 
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New Officers Elected 


Victor Cullin, assistant secretary of 
the Mississippi Valley Trust Company of 
St. Louis, Mo. was advanced from first 
vice president to president of the Asso- 
ciation. L. E. Townsend, assistant vice 
president of the Bank of America, San 
Francisco, was made first vice president 
and is in line for the presidency next 
year. Lewis F. Gordon, assistant vice 
president of the Citizens and Southern 
National Bank at Atlanta, Ga., and J. 
Lewell Lafferty, vice president of the 
Fort Worth (Tex.) National Bank, were 
selected second and third vice presidents 
respectively. 


Next year’s convention will be held in 
Chicago. 


In an article in August Banking, Milton 
Wright outlines the important role of the 
bank director in the operation and growth 
of the trust department. 





WE COOPERATE—SO WHAT! 


N their efforts to obtain new business 

how many trust officers and trust 
new business men will admit that they 
do not “cooperate” with life insurance 
agents—not to mention lawyers, ac- 
countants, etc.? Very few, if any. But, 
after this phrase is once stated, what 
does it mean in terms of actual prac- 
tice with respect to life underwriters? 

In the boom days of the late ’20’s, 
when life insurance trusts were in 
flower, cooperation by a bank with life 
underwriters meant many things. Din- 
ners, beautiful brochures, mutual ad- 


miration, joint canvassing, and even. 


the giving of “leads.” No wonder that 
bubble burst along with the others. And 
the “hangover” has lasted many long 
years, during which the trust officer 
and the life underwriter walked on op- 
posite sides of the street, although still 
“tipping hats.” 

So we finally arrived at a point where 
many trust officers said, “We cooper- 
ate,’—but that’s about as far as it 
went. A great deal of mutual hesitan- 
cy and suspicion remained. 

Acknowledging the value of the life 
underwriter’s services to his lients, all 
of whom are customers of some bank, 
it is essential that banks should do 
their utmost to secure the opportunity 
of performing their part in  plan- 
ning the conservation of estates. Be- 
fore we get to the lawyer, there are two 
principle actors in this play—the life 
underwriter and the trust officer. If 
they cannot properly work “in harness,” 
it is just too bad for the poor client. 
And right there we have the real key 
to this whole problem. 

During the first “Cooperative Effort” 
in the ’20’s, we had the trust officer 
and the life underwriter looking at each 
other and their respective self interests, 
their mutual client was somewhat in- 
cidental. Now we find a growing ten- 
dency to raise sights and look first at 
the client and his interests. Maintain- 
ed on this base, we will gradually have 
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Trust New Business Column 


a real movement of joint endeavor that 
will redound to the benefit of all con- 
cerned. 


With joint sights trained on the 
client, all aspects of cooperation be- 
tween the trust officer and the life un- 
derwriter will automatically mold them- 
selves. As far as the bank goes, it will 
have developed for use a real service of 
competent estate analysis and planning. 
If it is good and has practical value, 
the life underwriter will be the first to 
take advantage of it and expound its 
benefits to estate owners. If it is not 
good, nothing else that the trust offi- 
cer does will make the life underwriter 
a walking advertisement for the Trust 
Department. 

*% * * 


NEW PRODUCTS 


ITH the size of estates and trusts 

becoming smaller, with a probable 
increase in the cost of doing business, 
and with fiduciary fees under Wills 
frozen by law, Personal Trust Depart- 
ments find themselves in a position akin 
to that encountered at times by many 
industrial corporations—the need for 
new products that can be produced by 
the same basic machinery. 


Industry has been solving these prob- 
lems for ages. But Trust Departments 
are only beginning to wrestle with 
them. It is the job of the New Business 
Division of a trust department to see 
that its business is expanded. This in- 
cludes the development and sale of new 
products, as well as broadening the 
market for old products. 


Some head-way has been made—the 
common trust fund, which extends the 
scope of the trust fund field to include 
many people of modest means; the in- 
vestment management account, which 
makes trust department managerial ser- 
vices available to people during their 
life time; the pension trust, which 
makes many corporations customers of 
the Personal Trust Department; and 
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the financial secretarial account, which 
provides busy people with proper rec- 
ords and servicing of assets. All of 
this is good progress but the pace must 
be maintained. .There are many other 
services that could be developed and 
sold by personal trust departments. 

Take, for instance, the executorship 
function. No solution has yet been 
found to the problem of accepting the 
executorship of a small estate, or the 
estate that is primarily made up of a 
private business enterprise, investment 
real estate, etc. It should be true that 
any man making a Will may appoint his 
bank with the assurance that it will 
qualify when he dies. 

Research and more research is the 
cry in this field of “New Products.” Re- 
search supported by joint action of 
many banks may be the way to do it. 
Industry does it, why not trust institu- 
tions? 


* * * 


MOVIES AS TRUST NEW BUSINESS 
FORCE 


CLEVER, effective piece of public 

relations, which ought to start trust 
men thinking about an entirely new med- 
ium and approach to the everlasting prob- 
lem of educating the public in the ways 
of will-making, was presented to the 
trust business gratis when Metro-Gold- 
wyn-Mayer recently released the latest 
short in John Nesbitt’s Passing Parade 
series entitled “Your Last Act.” This 


A scene from the MGM dramatization of 
the famous Charles Lounsbury Will. 
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one-reeler, which is currently showing 
throughout the country, dramatizes the 
stories behind some of the most un- 
usual wills ever probated. 

Use of the motion picture screen as an 
advertising and public relations me- 
dium is not a novel one. It has been 
used with excellent results by automo- 
bile manufacturers, public utilities and 
even by banks to advertise certain com- 
mercial services. Trust new business 
men might do well to consider its appli- 
cation to the trust business. Could a 
series of features dramatizng interest- 
ing, famous and curious wills and their 
results be produced cooperatively by 
trust institutions, patterned along the 
lines of the MGM short? 

Suggesting publicity tie-ups with the 
trust departments of local banks, the 
studio sets the keynote for this new 
public relations idea. A bulletin distri- 
buted by the producer to the theatres, 
in which they are urged to work with 
the banks to mutual advantage, goes on 
to say “Your film will make people con- 
scious of the necessity of making wills 
and banks are anxious for people to 
think about the disposition of their 
properties after they’re gone—perhaps 
appointing them executors or establish- 
ing trust funds.” 

Movies have done a big business with 
Bank Nights—isn’t it time for banks to 
start “Movie Night’? 

* * * 


FROM SAFE DEPOSIT BOX, UP 


LEADING New York City banker 

made a real contribution to the 
trust new business field a few years 
ago. He developed a theory that to se- 
cure a new living trust, it is necessary 
to give the prospect a very practical 
education regarding the bank’s extra- 
curricular services. He said that the 
very first thing to do is to get the pros- 
pect conscious of “bare property protec- 
tion.” Then gradually take him through 
succeeding degrees of greater protection 
until we finally get him to the top floor 
of “conservation of values.” 

Lesson No. 1 covers physical protec- 
tion for securities, documents, etc. This 
is provided by selling a safe deposit 
box. That gets the papers represent- 
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ing the customer’s property into the 
bank, and gives the owner his baptism 
of “protection.” Very elementary, but 
effective. 


Lesson No. 2 covers the mechanical 
servicing of securities and mortgages. 
Locked up in a safe deposit box, con- 
tinuing demands for detailed attention 
can cause serious loss if unattended. 
So we promote our safe deposit box- 
holder to a securities custodian account. 


Here he gets his first taste of day by 
day trust department service. 


Lesson No. 3 finds him at a point 
where he is confused about the selec- 
tion of securities for investment pur- 
poses. Having entree to trust officers 
through his custodian account, he grad- 
ually absorbs some of their conserva- 
tive thoughts. This leads him into es- 
tablishing an investment advisory ac- 
count, with custody. At this point he is 
willing to listen and take advice but he 
still wants to make his own investment 
decisions. 


Lesson No. 4, being the last of the 
series, entails the placing of complete 
management of his securities in the 
hands of a competent trustee. By this 
time he is also ready to plan for the ul- 
timate disposition of his property. It 
is a comparatively easy and short step 
from an investment management ac- 
count to a full fledged living trust. 

The above procedure may sound 
somewhat cumbersome and too slow to 
some. But we must admit that it cer- 
tainly has its effective and beneficial 


TRUSTS and ESTATES—September 1941 


aspects. It is not always necessary to 
give every individual all four lessons, 
as we will find some already in the 
midst of and profiting by one of the 
first two lessons. All these people re- 
quire is promotion to the higher classes 
of service. The inventor of this in- 
teresting bit of practical psychology is 
of the opinion that there is less chance 
for the settlor of a living trust to be- 
come dissatisfied through lack of un- 
derstanding and appreciation of trust 
department functions, if he has previ- 
ously been taken by the hand and edu- 
cated in the aforementioned Classes. 


* * * 


LAWYERS, AND SERVICING OF 
WILLS 


Y force of the recent opinion of the 

Ethics Committee of the American 
Bar Association, whereby it is deemed 
proper for a lawyer to communicate 
periodically with clients, for whom he 
has drawn wills, to suggest reviews and 
necessary revisions, the lawyer has be- 
come of even greater importance to the 
Trust New Business Department. Un- 
til now it has been a case of the trust 
officer driving the client to his lawyer; 
but now it should be a two-way road. 
The lawyer, through periodic and con- 
sistent contact with his client, will have 
many more opportunities of suggesting 
the appointment of a corporate fiduciary. 


But the lawyer is not going to do this 
unless he is well acquainted with the 
qualifications and competency of any 
given trust department and until he has 
a clear understanding of its financial 
functions and managerial organization. 
Therefore, it behooves the trust offi- 
cer to take immediate and continuing 
steps to make certain that lawyers in 
his community acquire an active and 
accurate knowledge of his trust depart- 
ment. Banks can also do much in as- 
sisting lawyers in designing the peri- 
odic notices that they now have an ethi- 
cal right to send to qualified clients. 
Trust department experiences can be 
drawn upon to illustrate the pitfalls 
surrounding the estate of the testator 
who fails to keep his Will up-to-date. 
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T. Mortimer Plumb—Financial Biography 
of a Rising American 
Chapter 3, Part I: Initiation to the Problem Era 


HENRY S. KOSTER 
Director, Estate Analysis Company, New York City 


<4 HY how do you do, Mr. Plumb 
—I haven’t seen you in a long 
time, in fact it must be all of five 
years.” Mortimer looked up from the 
Teller’s window at his bank and recog- 
nized Mr. White, the Trust Officer with 
whom he had discussed his estate prob- 
lem several years ago. 
“Hello, Mr. White, you see I am still 
a customer of your bank—but I never 
seem to get up to your floor. It’s too 
bad the Trust Department isn’t down 
here so I could at least wave to you as 
I dash in and out. Why do they keep 
you so far away from the customers?” 
Upon this “accidental” renewal of 
acquaintance, Mr. White, being a good 
Trust Officer with an eye to new busi- 
ness, and an extra eye to retaining old 


growing business, invites Mortimer to 
join him at lunch to bring each other 
up-to-date. Mortimer, with many prob- 
lems brewing in his mind these days, 
accepts and in due course the date is 
kept. 


Plans Outdated 


ORTIMER opens up with, “The 

last session I had with you a few 
years ago developed certain ideas re- 
garding my estate, some of which I put 
into operation. But although those 
ideas were probably all right then, I am 
not so sure now if that pattern still 
holds water under present conditions. 
You see, I have done nothing to change 
my basic estate plans although my fam- 
ily and financial position have under- 
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gone quite drastic changes. In addi- 
tion, economically speaking, my mind 
has become very upset as to where we 
are all going, and my friends and bus- 
iness associates seem just as confused 
as I am.” 

White, with justifiable reason for in- 
terruption, interrupts. “Mr. Plumb, 
you may recall when we last met, I 
stressed the advisability of periodic re- 
view for your estate plans—and by that 
I did not mean once every five years, 
especially during these days of rapid 
economic change. Remember that an 
estate plan is drawn to fit conditions 
existing at the time it is adopted, in the 
event the estate owner should die during 
that current period. Even two years 
later, if he is still living, he may have 
outgrown the confines of that plan and 
wake up to learn that the sound plan 
of yesterday has become the financial 
atrocity of today.” 

Having grown very practical-minded 
the last couple of years, Mortimer 


counters with, “Yes, I understand, Mr. 
White, but let’s be a bit more realistic. 


Here am I, concentrating all the time 
on my every day business affairs. I get 
home nights, tired, and week-ends I 
want to devote to my family. Now, how 


Periodic Estate Review Day in Suburbia 
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in the world am I going to develop suf- 
ficient initiative to make a sudden stop 
and jump my mind over to the subject 
of death, and what happens thereafter? 
Sure, I know that some day it will hap- 
pen, but I still feel healthy and am 
leading a very active life. 


Periodic Review 


66 OUR bank is in the business of 

handling estates—you must have 
everything pretty well systematized— 
why don’t you take the initiative for 
your poor customers and at least bring 
to their attention once every year or so 
that it is time for a checkup? I know 
that at the moment my estate cannot be 
attractive to a bank, but if I have my 
way it is going to grow.” 

“It would be nice if we were all so 
perfect that we could do on our own 
initiative all of the things that are good 
for us,” Mr. White rejoined, “but real 
every day life just doesn’t seem to al- 
low it. (To himself: here I am advis- 
ing other people about their estates, 
and I have not looked at my own plans 
foralongtime. My life insurance poli- 
cies have not been reviewed since my 
mother passed on and she was a bene- 
ficiary.) But I will tell you of some 
progress that’s being made in this di- 
rection. The American Bar Associa- 
tion recently ruled that lawyers can 
take the initiative and communicate 
with clients for whom they have drawn 
Wills to suggest the advisability of an 
up-to-date review. And our banks are 
giving a great deal of thought to this 
problem and before long I predict that 
we shall be offering a periodic estate 
review service to our customers while 
they are still living. 


“In addition life insurance under- 
writers continue to make their efforts 
more effective along these lines. Of all 
of the suppliers of estate planning ser- 
vice, they were the first to realize the 
necessity for periodic reviews of fam- 
ily estate affairs. But in spite of all 
this, you, the estate owner, are still not 
relieved of responsibility yourself. Your 
lawyer, banker and insurance man may 
all be on your team but at times you 
must still carry the ball yourself. Don’t 
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put them off if they think they have 
some idea or piece of information that 
might be useful to you and your fam- 
ily, for it is only by such means that you 
can continually keep your estate sit- 
uation up-to-date and adequately pro- 
tected. 


“Well, in any event, let’s get down to 
your own situation as it exists today. 
What are the changes that you have 
made since we met last?” 


Current Position 


EVIEWING the important changes 

that have taken place, Mortimer 
tells Mr. White that two years ago he 
resigned from the large chemical corpo- 
ration where he had been employed, in 
order to become associated with a small- 
er, closely held chemical company, of 
excellent reputation, ability and expe- 
rience. Mortimer had caught the eye 
of the President of the new company 
and was invited to fill a vacancy in their 
executive staff. This involved a slight 
immediate increase in salary to $100 
per week, with the additional privilege 
of acquiring part of the stock at a bar- 
gain price. 


After careful appraisal of all fac- 
tors, Mortimer came to the conclusion 
that this smaller company presented 
an excellent opportunity for him. So 
he invested $10,000 and received a five 
year option to buy additional stock up 


to a total 25% interest. His $10,000 of 
stock represents a 10% interest today. 


In order to make his initial invest- 
ment, Mortimer had to sell his stock in 
his old company, dispose of some of 
his Defense Bonds and draw on his sav- 
ings account. His current financial 
position is, therefore, as follows: 


Investment in new company 
(at cost) 
Defense Bonds 
Savings Account 
Life Insurance (Face Amount) 20,0001 


1, There is also a family income rider attached 
to one of these policies of a diminishing face 
amount. Refer to the August issue of Trusts 
and Estates for statement of Mortimer’s life 
insurance program. He adopted it, but has 
made no changes to date. 


The AMERICAN 
APPRAISAL Company 


Founded 1896 «+ Offices in Principal Cities 


On the income side, Mortimer has his 
weekly salary, now $125, a 5% dividend 
on his new chemical stock ($500 per 
year), and some small interest on his 
savings account and Defense Bonds. 
However, because of the volume of de- 
fense orders, his company’s earnings 
are going up rapidly with the result that 
Mortimer’s salary and dividends on 
stock will probably be increased this 
year, if corporation taxes don’t eat up 
too much. 

Now 35, Mortimer has two children, 
a boy and a girl. They are still all 
housed with Mother—with relationship 
still good—but not quite so good as five 
years ago. He would like a home of 
his own—but what to do about Mother? 
Brother John is still out of town on his 
job, progressing nicely, but may get 
married any minute. 


Mortimer’s Problems 


O there we are. Some rather dras- 
tic changes in estate requirements, 
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but with the same five year old estate 
plan still the governor in the event of 
Mortimer’s death. 

Mortimer’s problems, as unfolded to 
Mr. White, may be summed up as fol- 
lows: 

(1) He is very worried over inflation, 
what with Leon Henderson and 
others coming out so flatly in 
the press with those scare head- 
lines. How good is his life in- 
surance investment? 

How do his two children affect 
his whole estate plan and vice- 
versa? Have they been proper- 
ly provided for? 

How much of his Company’s 
profit will be eaten up by the new 
and subsequent tax bills? Will 
there be enough left for a raise 
in salary and increased divi- 
dends? 

When he went into his new chem- 
ical company there were no such 
things as priorities and price fix- 
ing. Can his Company keep go- 


ing, secure materials, and make 
a profit at the fixed price? 


(5) What about mother? 


Additional Questions 


CL KNOW you can’t hope that I can 

I supply answers to all of your 
problems,” Mr. White remarks. “How- 
ever, I will try to advise you on all of 
those questions that are within my 
realm, and at least direct you to the 
proper sources for advice on the others. 
But first there are a few more prob- 
lems raised by your situation. Offhand 
I could add the following: 

(6) “If your new chemical stock has 
no ready market, who is going to 
buy it if you die, so as to get that 
cash back for the protection of 
your family? 

“Suppose one of the other stock- 
holders should die before you, 
would you be able to acquire any 
of his stock? If so, what will 
you use for money? 

“Will the financial position or 
credit stability of your Company 
be jeopardized, if your President, 
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Treasurer or some other key ex- 
ecutive should die? 


Sources of Advice 


(a4 THER problems may develop after 
an examination of those we have 
stated. The next thing we should do 
is to get these problems classified in 
terms of the best sources for answer. 

1.* “This is a matter of definition and 
historical experience and Mr. Lee, your 
insurance man, and I can probably give 
you as much help on it as any one. If 
you are still dissatisfied then your only 
other recourse would be through some 
practical economist. 

2. “Because of the addition of chil- 
dren to your family your life insurance 
program and Will will have to be re- 
vised. On these matters I think a joint 
session of Mr. Lee, Mr. Brown, your 
lawyer, and myself would be advisable. 

3. “I recommend that your tax ac- 
countant make a careful study as it 
affects your Company, and that your 
lawyer review your corporation’s struc- 
ture to see if it is still the most eco- 
nomical type from a tax angle. 

4. “Here I am afraid you must rely 
on the knowledge of yourself and busi- 
ness associates—but if you cannot get 
materials, etc. then you may have a 
problem of converting your plant or 
part of it into the production of some 
other product. An industrial engineer 
may be able to supply the answer. 

5. “A great many people would like 
help on this one, but you must decide 
it for yourself. 

6 & 7. “These problems are matters 
for joint discussion with Messrs. Lee, 
Brown and myself. 

8. “Mr. Lee should go into this with 
you and your business associates. It 
may be of the utmost importance to the 
continued financial health of your busi- 
ness. 

“Now, Mr. Plumb, all of that may 
seem like a tremendous program for 
you, but to my mind it is the only in- 
telligent way to approach these prob- 
lems. Remember, you are dealing with 


*Reference is to preceding question numbers. 
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all of your property and the lives of your 
wife and children.” 


Four-Way Conference 


DMITTING the necessity for, and 

reasonableness of following Mr. 
White’s program, Mortimer asks what 
is the next step. Mr. White replies: 


“What we should do is to take first 
things first, and I think that means get- 
ting your Will and life insurance pro- 
gram adjusted immediately, for as they 
stand now, your children and newly 
acquired business interests are certain- 
ly not properly protected. When you get 
back to your office call Mr. Lee, your 
insurance man, and Mr. Brown, your 
lawyer, and make a date for the four 
of us to get together at a joint meet- 
ing. Then after we have these matters 
attended to we can follow through with 
the balance of the program.” 


By this time, (remember they are still 
at lunch) the table cloth was filled with 
all sorts of hieroglyphics and as there 
was no more room for further mark- 
ings, Mortimer and Mr. White finally 
arose from their chairs, much to the re- 
lief of the attendant waitress. Their 
parting understanding was to have the 
joint session later in the week. So in 
the October issue of Trusts and Estates, 
we will continue Chapter 3 of Mor- 
timer’s Financial Biography. He will 
still be 35 and surrounded with the same 
problems. The curtain will rise on the 
joint meeting of Messrs. Lee, Brown, 
White and Mortimer, in Mr. White’s of- 
fice. 


E. C. Harris, president of Union Guardian 
Trust Co., Detroit, has been named chair- 
man of the Trust Committee of the Michi- 
gan Bankers Association. 
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Trends in Estate Planning 


ET Investment Return vs. Gross 

Risk: Assume that a man has capi- 
tal cash lying idle in the bank and that 
his current net income from salary is 
$20,000—fully taxable. In order to put 
his idle cash to productive use, he de- 
cides to invest it in securities. Assume 
these securities yield him 4%, before 
taxes. What is the economic effect to 
himself of such action? 

First we must acknowledge that from 
a tax angle his salary income comes 
first, as nothing can be done about that 
unless he wants to accept a salary cut. 
So his salary income uses up his al- 
lowable exemptions and deductions, as 
well as his lowest brackets of income 
tax. Taxable income from other sources 
is added on top of salary income and 
must be considered in terms of the 
highest applicable rates of tax that are 
attained. Our man with his fully tax- 
able net salary income of $20,000 at- 
tains a combined Federal and New York 
income tax rate of 52%. (The Federal 
rate is included under the 1941 Rev- 
enue Act.) That means that any tax- 
able income he adds to his salary will 
be taxed at rates starting at 52%. 

He buys securities, the market price 
of which is supposed to be based on a 
public appraisal of the individual and 
general economic position of the Com- 
pany. So let us say that the market 
price reflects the degree of current risk 
of the investment. Based on market 
price alone the investment return for 
taking such a risk is 4%. But the mar- 
ket price does not, of course, take into 
consideration the personal tax position 
of each investor. In our case that 4% 
yield would mean a net return of only 
1.9% after payment of tax at the ap- 
plicable rate of 52%. But our investor 
still has to take the full investment risk 
as contained in a 4% investment. 

The effects of this situation may be 
far reaching. Investors may go on a 
sit down strike with their capital and 
chant, “The net return by no means jus- 
tifies the risk.” Or the investor will 
seek other ways of putting his capital 


to work in order to enjoy a non-taxable 
earning power. Certainly we have a sit- 
uation that requires careful considera- 
tion in formulating living as well as 
testamentary estate plans. 

* * * 


66 ESTRICTED to Legals”: Many 

wills, drawn several years ago, 
some perhaps not yet operative, still 
contain the prohibition against non-le- 
gals and discretionary investment pow- 
ers, either by stated terms or by “si- 
lence.” There may have been a time 
when such a restriction was deemed 
conservative. But the conservative 
thing of today may become the “specu- 
lative” thing of tomorrow. As a rule 
legal investments for trust funds con- 
stitute only certain fixed dollar invest- 
ments such as qualifying bonds and 
mortgages; in other words the type of 
investments that are best in “normal” 
times or periods of deflation, but which 
lose purchasing power under inflation- 
ary booms and increases in the cost of 
living. 

No intelligent person would turn over 
his securities portfolio to an investment 
manager today and bind him to a rigid 
investment policy to be followed ten 
years hence. But, in effect, that is what 
is done when a testator says by the 
terms of his will “restricted to legals.” 
His first job in making his will is to 
select a trustee in whom he has confi- 
dence, one experienced in investment 
and in conserving the value of his estate. 
Then he should assign full investment 
powers to that fiduciary so the manage- 
ment of the fund can be kept attuned 
to changing economic conditions. 

Many more wills have this unsound 
investment restriction in them than is 
realized. This is a vital story that must 
be spread by estate planners. 

%*% * * 


IGHER Values, Larger Gift Taxes: 
The Public National Bank and 
Trust Company of New York in its cur- 
rent monthly leaflet, “Trust Thought of 
(continued on page 291) 
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Estate Planning Approach to New Business 


BASIL S. COLLINS 
Asst. Vice President, Old Colony Trust Company, Boston 


URING the next ten years we shall 

probably go through an era of re- 
finement in the planning of new business 
activities. Trust officers should apprec- 
iate that they are dealing today with a 
public which has been educated, through 
the medium of advertising by life insur- 
ance companies and trust companies, to 
the realization that in order to increase 
the utility of their estate they must con- 
sider it not from the standpoint of dol- 
lar value, but from the standpoint of 
utility value. 


Frequently the utility value is confused 
with dollar value. The two are not the 
same by any means. Dollar value refers 
chiefly to the living value while utility 
value refers chiefly to the post mortem 
value. 


Leading the Prospect to Decide 


ERSONAL trust service that “stays 
T on the books” is brought about by 
the voluntary decision of the prospect 
to use a given bank because he has been 
given an adequate knowledge of the ser- 
vice offered by that bank and under- 
stands what this service means to his 
estate. Trust department executives 
sometimes have failed to reconcile this 
voluntary decision of the prospect with 
the promotional efforts being employed 
to secure this trust business. 


To create this voluntary decision it 
is advisable to place our new business 
activities on a subtle basis of leading 
prospects to a way of thinking, not of 
convincing them. Convincing custom- 
ers is crude, high-pressure selling. Lead- 
ing them to a way of thinking is a del- 
icate process requiring much more abil- 
ity and finesse, and producing much 
more satisfactory results. A convinced 
customer begins to slip away from his 
conviction as soon as the pressure of 
argument is withdrawn. A customer 
who has come to have a way of thinking 
settles comfortably into a decision made 


and grows more loyal as his thoughts 
mellow with maturity. 

New business development activity 
should rest upon the foundation of cus- 
tomer education. By the very nature 
of a bank organization, bank customers 
may be influenced to the use of trust ser- 
vices by the officers and employees, and 
such influence should be utilized to the 
best advantage. Today bank customers 
who are officers of corporations are in- 
quiring more and more regarding the 
new development in the trust field which 
is known as “Pensions and Bonus and 
Profit Sharing Trusts.” These inquiries . 
are naturally directed to the bank officers 
and employees who are dealing with 
these customers daily. 

But from the standpoint of human 
nature, the moment the officer or em- 
ployee undertakes direct selling that in- 
fluence is lessened. If, instead, the 
officer or employee can turn this job 
over to a man trained in selling and 
trained in the intricacies of estate 
analysis, he can retain the full measure 
of his moral influence and thus use it 
in an advisory capacity which is supple- 
mental to the salesman’s efforts. This 
influence, if used in this manner, would 
be infinitely more effective in securing 
the desired business. 


Tax Motivation 


STATE planning is a comparatively 

new development in this field of new 
business activity. It covers a field which 
has been very much neglected in the 
past. 

The primary purpose of every estate 
plan should be to carry out the wishes 
of the individual both during the bal- 
ance of his life and after his death. It 
is not sufficient merely to analyze a sit- 
uation. One must do something with 
that analysis. He must reconstruct the 
facts and circumstances divulged by that 
analysis into a living, breathing some- 
thing—a plan. 
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Taxes should never be the purpose of 
any plan, but they should be considered 
in determining the method that will be 
used in effectuating the individual’s pur- 
poses. Taxes are often like the tail that 
wagged the dog. Many fancy schemes 
and plans are being advanced these days 
which have as their primary purpose 
the avoidance of taxes. This is not the 
proper approach. If the estate planner 
can find no better reason for suggesting 
a certain program than that it will avoid 
taxes, the suggestion should not be made, 
for it most certainly will rise up to 
haunt him. 

Today a plan is adopted which, it is 
expected, will lessen the individual’s tax 
burden. Tomorrow the Legislature 
meets; the tax law is changed and the 
expected saving is wiped out. In carry- 
ing out the plan he may have given up 
control of a substantial portion of his 
estate. How can he “unscramble his 
eggs?” He can’t. There is probably 
no way of putting him back where he 
was. 

If, however, the plan that is adopted 
is well considered and carefully con- 
structed to carry out the needs and 
wishes of the individual, it stands a very 
good chance of avoiding any attack by 
the Tax Collector; and, if litigation 
should be necessary, the chances of re- 
pulsing the attack are very much greater. 
Changes in the tax law may affect the 
cost of the plan but they will not invali- 
date it or wipe out its usefulness. Taxes 
should dictate the means or method of 
carrying out the plan but they should 
never be its main purpose. 


Factors Affecting Estate Utility 


‘'N setting up an estate analysis plan, 

the objective should be to increase 
the utility of the estate, as defined at 
the beginning of this article. Factors 
which impair utility and which widen 
the gap betwen the dollar value and util- 
ity value of estates generally are taxes, 
administration costs, liabilities, liquida- 
tion problems, faulty distributional pro- 
visions in wills and trusts, or the com- 
plete lack of such wills and trusts, faulty 
insurance arrangements, improper man- 
agement facilities, etc. 
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These factors have been divided into 
two groups—(1) liability and estate 
charges, which consume estate assets, 
and (2) conditions which impair the 
value of estate assets. 

Group One has been called virtually 
the first mortgage on an estate. Group 
Two consists of various, less tangible, 
but none the less important, items that 
do not involve the direct consumption of 
the physical aspects of the estate but 
which effect a shrinkage in the worth 
of that estate to the family by reason of 
depreciation in the value of estate assets. 


In this latter group we find such items 
as the loss of management factor to the 
estate, that is, the shrinkage which fol- 
lows the loss to the estate of the exper- 
ience, ability and judgment of the de- 
ceased in the conduct of estate affairs; 
the loss of management factor to busi- 
ness interest, which is the loss sustained 
through depreciation of the interest held 
by the estate where that interest is 
dependent, at least in part, upon the 
personality, guidance and perhaps the 
financial assets of the deceased; and 
lastly, the change in the character of 
the estate assets which, in effect, means 
that which takes place when the business 
man’s estate becomes a widow’s estate. 

Estate planners know that devices used 
to offset Group One are wills with testa- 
mentary trusts thereunder, living trusts, 
revocable and irrevocable, and gifts to 
individuals, while devices used under 
Group Two are business insurance trusts 
and life insurance trusts. 


Cooperative Information 


STATE analysis will become an im- 

portant part of the new business 
activity of the trust department because 
the American public has become tax-con- 
scious; but it is not tax-informed. It 
is only through the cooperative effort 
of the trust man, the lawyer and the life 
underwriter that an all-inclusive and 
well thought out estate plan can be sub- 
mitted to our customers or prospects. 
Inasmuch as life insurance plays a prom- 
inent part, the services of the life under- 
writer are needed; inasmuch as _ the 
establishment of trusts is involved in 
a man’s estate plans, either immediately 
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or after death, the services of the trust 
man are needed; and as, in order for the 
plan to be operative, questions of law 
must be decided and legal documents pre- 
pared, the services of the attorney are 
needed. All three should work together 
as a team. The individual who can per- 
form the services of all three is rare 
indeed. 


The service that the life underwriter 
offers our prospects and customers should 
be of the utmost importance. He is 
every day creating life insurance estates 
within our communities. He enjoys 
numerous contacts, many of which are 
with our own depositors and customers. 
One of the most potent forces available 
to you through him is his power of per- 
suasion, engendered by his general inter- 
est and desire to be of service to his 
clients and prospects, in bringing them 
to you in order that, a skillful analysis of 
their estates may be made for the proper 
conservation of values. 
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Trends 
(continued from page 288) 
the Month,” hits on a very pertinent 
subject: 

“The prospect that there will be im- 
portant revisions in the value of all goods, 
services, commodities and investments as 
the result of the ascending spiral of current 
economic activity looms before us. What 
form they may take is, of course, mere 
guesswork at this time. 

“However, to the person who may be 
contemplating making a gift of property 
of any kind, it can be said that serious 
thought should be devoted to the advisabil- 
ity of making the gift now. If dollar values 
increase, the taxable value of the property 
constituting the gift will be greater, and 
thus the “cost of giving” will be higher. 

“Another important factor to be con- 
sidered at this time is the definite prospect 
of an increase in the Gift Tax which will 
also materially raise the cost to the donor. 

“Gifts can be arranged by the donor in 
the form of trusts which contain important 
safeguards for giver and recipient.” 
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URING the early 1930’s_ several 

closely situated national banks ex- 
ercising trust powers were placed in the 
hands of a Conservator. At that time, 
prior to the Banking Act of 1935, state 
banking departments were uniformly 
supervising the fiduciary activities of 
national banks and a state examiner was 
dispatched to ascertain the condition of 
the trust departments in question. He 
found that little progress was being made 
in planning the ultimate disposition of 
the numerous estates and upon express- 
ing his concern to the Conservator was 
told not to worry—some one in Wash- 
ington was working on a solution and as 
soon as word was received from that 
source, the troubles of the trust depart- 
ments would be at an end. 

The final solution was not forthcom- 
ing from Washington, but there was 
illustrated, even at that time, the belief 
by federal authorities that the regula- 
tion of corporate fiduciaries, handling 
the intimate personal affairs of their 
many parties in interest, and subject to 
the laws and court decisions of forty- 
eight different states, is their prerog- 
ative. This doctrine has been advanced, 


in the case of national banks, by the 
Banking Act of 1935 which makes super- 
vision of trust departments by state 
authorities optional with national banks, 
while mandatory supervision by the fed- 
eral authority continues. 


Extension of Federal Supervision 


EDERAL Reserve member state 

banks are examined by both Federal 
Reserve and state examiners but federal 
regulations are enforced upon them in- 
dependently of state regulations and 
laws. Non-member state banks which 
are insured by the Federal Deposit In- 
surance Corporation are strictly regu- 
lated as to trust affairs by F. D. I. C. 
examiners on the plea that bad trust 
administration might lead to surcharges 
which might impair the capital structure 
and so destroy the cushion which pro- 
tects the depositors. 

One cannot resist the observation that 
some banks might be destroyed by air- 
craft falling on them (in fact certain 
forms of insurance cover this hazard) — 
and some by bad trust management— 
but that the likelihood of either’s be- 
coming an acute problem to the F. D. I. 
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C. is rather remote. An additional com- 
mentary upon the attitude of the F. D. 
I. C. and the Federal Reserve authorities 
toward state supervisory authorities is 
their mutual willingness to accept re- 
ports of examination by each other, or 
by national bank examiners, but their 
refusal to accept reports of state bank- 
ing departments without making their 
own examinations. 


Then to make assurance doubly sure 
that all fiduciary institutions will comply 
with Federal regulations, there is the 
tendency to make indirect use of other 
bodies of federal statutes. Control over 
common trust funds, granted to the 
Federal Reserve Board by Section 169 
of the Revenue Code, is an outstanding 
example. The highly technical nature 
of Regulation F, with whose provisions 
such funds must comply, is well illus- 
trated by an excerpt from Section 17 
(d) (8) (c¢) which, in prescribing in- 
vestments for that type of “Common 
Trust Fund” known as a “Mortgage In- 
vestment Fund,” reads, in part, as fol. 
lows: 

“*#* which are payable within 20 
years, and which either provide for semi- 
annual payments reducing the principal 
thereof annually in an amount equal to 
at least 5 per cent of the amount of the 
principal on the date of investment, or 
provide for the amortization of the total 
unpaid principal amount of such mort- 
gage on the date of investment by equal 
monthly payments during the term of 
such mortgage, such monthly payments 
being fixed at an amount which will in- 
clude the interest due on such mortgage 
on the date of such payments and an ad- 
ditional amount to be applied in the re- 
duction of the unpaid principal amount 
of such mortgage. In the case of a re- 
newal or extension of any such obliga- 
tion held by a Mortgage Investment 
Fund, the date upon which the Mortgage 
Investment Fund originally acquired the 
obligation shall be considered the date of 
investment.” 


A Code for Trust Men 


NATURAL reaction to this gradual 
usurpation of states’ rights, even in 
the trust field, might very naturally be 
—“Oh, well, it’s the trend of the times, 
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it’s already in effect, so why worry?” 
But here and there some banker or trust 
man will take the long-term view be- 
cause he is working to stem a tide which 
might eventually lead to one public ad- 
ministrator for all trusts. 


What can a trust man believe? 
what can a trust man do? 


First—he can believe now as always 
in the doctrine of states’ rights, and in 
its application to the supervision of cor- 
porate fiduciaries. 


Second—whether operating under a 
national or state charter, he can insist 
upon a state examination of his trust 
department even though this results in 
added examination expense. 

Third—he can defend the dual bank- 
ing system and realize that the first step 
is to insure that the banking department 
in his state is effectively supported by 
statute, protected sufficiently from pol- 
itical change, and administered wisely by 
trained, adequately compensated per- 
sonnel, utilizing the most effective system 
of examination and supervision. 


And 


Scope of Examination 


RUST examinations by federal and 

state supervisory agencies have un- 
dergone radical changes within the past 
few years, and it might be well for state 
banking departments to stop, look, and 
listen before they, too, attempt to con- 
vince the trust man that practically 
every problem with which he is con- 
fronted can be solved by turning to the 
applicable page of regulations as last 
amended. Good trust examinations and 
good trust management depend, respec- 
tively, upon good trust examiners and 
good trust executives. Just as no set of 
regulations and no complicated account- 
ing system will take the place of a good 
trust officer, so no ponderous set of ex- 
amination forms will substitute for a 
capable trust examiner. 


About a decade ago the trust examiner 
set out with little but a blank pad of 
columnar paper, a short examination 
form, and his own knowledge of trusts, 
trust law and accounting. His knowl- 
edge included a rather definite convic- 
tion that most trust department troubles 
are brought about either by mismanage- 
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ment on the part of trust institutions, or 
by economic conditions beyond their con- 
trol. The extent to which such econ- 


omic conditions are caused by the same 
government which seeks to solve trust 
problems by a complicated system of 
supervision and regulations, is beyond 


the province of this discussion. 


The trust examiner’s procedure form- 
erly consisted very largely of a trial 
balance of the trust records, a check of 
the assets as to physical existence and 
legality, a limited audit of income, and 
the writing of a short report which 
stressed only important exceptions. To- 
day his procedure includes the comple- 
tion of a voluminous report with con- 
stant reference to a complicated set of 
regulations and instructions. 


Perhaps there exists a happy medium 
between these extremes. Uniformity of 
procedure is, to a certain extent, desir- 
able, but surely the well administered 
trust department need not be subjected 
to the same going over accorded the poor- 
ly regulated one. No set of forms can 
offset the lack of ability in an examiner 
who does not measure up to the graphic 
definition once given by a deputy secre- 
tary of banking in Pennsylvania some- 
what as follows—‘A good examiner is 
like a bird dog, he can smell trouble.” 


SSUMING the requisite ability on 
the part of trust examiners, what 


SAN FRANCISCO 


valid objection exists to shortening the- 
form of report. for trust examinations, 
and thus saving the examiner’s time and 
that of directors and officers who read 
the report? 


If this objective—the simplification of 
report forms and procedures—is to be 
attained, the trust examiner must be a 
qualified, high-type, specialized individ- 
ual, well enough compensated that he 
does not view each bank under examina- 
tion as a potential employer. He should 
have had an experience rich in practical 
trust work, or assisting in trust examin- 
ations, or both, before appointment as a 
trust examiner, and should be given en- 
couragement and opportunity to study 
constantly the field of trust work. This 
kind of man needs no long set of forms 
and instructions to guide him, nor does 
he fail to discuss and adjust items of 
criticism, whenever possible, before leav- 
ing the trust institution under examina- 
tion. 


Unless bound hand and foot by regu- 
lations and laws, he is not too hasty to 
shout “self-dealing” at all trust transac- 
tions involving the commercial depart- 
ment of an institution, especially when 
consummated for the best interests of 
the trusts involved. And he will be 
human enough to realize that, while a 
trust officer may be forced on occasion 
to bow to the technicalities of laws and 
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regulations, nevertheless his guiding rule 
from day to day will be that—‘“where 
there is no loss there can be no sur- 
charge.” 

Perhaps the writer will be forgiven 
for injecting a personal experience as a 
trust examiner. A technically serious 
violation of state law had resulted in 
decided advantages to the trusts in- 
volved, and had harmed nothing but the 
law and possibly the examiner’s feelings. 
The violation was reported in detail to 
the deputy in charge of trust examina- 
tions and the examiner was somewhat 
perturbed at the decision to disregard it. 
The deputy replied wisely if inelegantly 
—‘“Would you argue that policemen 
should spend their time enforcing the 
signs which read ‘Spitting prohibited 
under penalty of fine or imprison- 
ment.’ ”? 


Sensible Administration 


ND now what can the trust institu- 
tion do, apart from urging the pro- 
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per kind of external supervision, to off- 
set the demands of federal authorities 
for more and more regulation? 

First—conduct its affairs on a prac- 
tical, common-sense basis, so that even 
though regulations and pronouncements 
are not complied with in full, neverthe- 
less the supervisory authority will not 
be too vehement in its criticisms. 

For instance, regulations of certain 
supervisory authorities require that all 
trust investments be reviewed at least 
annually by a committee of officers or 
directors. Obviously an investment re- 
viewed and approved in January may re- 
quire drastic action during the calendar 
year, and some trust institutions prefer 
to have a constant review of trust secur- 
ities by one or more individuals and then 
reference to the committee of only those 
cases needing action. In this way the 
time of the committee is conserved for 
the most important considerations. 
True, the individual can slip—so can the 
committee. The individual, of course, 
should keep running records of his an- 
alyses, and so satisfy the entirely rea- 
sonable demand of supervisory author- 
ities that fiduciary institutions be able 
to produce in court, at any time, proof 
that there has been given to the affairs 
of trusts, that care which the tradition- 
ally prudent man would accord his own. 

Second—so arrange the records and 
procedures of the trust department that 
every possible routine and transaction 
is participated in by at least two officers 
or employees who then share a joint re- 
sponsibility for mistakes, intentional or 
otherwise. External supervisory auth- 
orities cannot make a complete audit of 
the trust department, and the only way 
to be comparatively safe from large- 
scale defalcations is through proper ar- 
rangement of internal operations. The 
trust department, of course, has some 
very efficient auditors, constantly on the 
job and ready to cause embarrassing 
criticisms either in time or too late—the 
beneficiaries. 

Finally—the trust man should con- 
stantly strive for a Utopia wherein the 
competition between supervisory agen- 
cies will have for. its goal the least, 
rather than the most, possible annoyance 
for trust men. 
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TRUST officer who is a lawyer is 
obliged to give each estate en- 
trusted to his care the same degree of 
attention that he would give the affairs 
of a client were he engaged in private 
law practice. While this obligation is 
personal, it is also, in a much wider 
sense, a professional responsibility. 
In the performance of his duty, the 
attorney—whether trust officer or pri- 
vate practitioner—acquires personal in- 
formation as to family and business 
matters. This information comes not 
as to an outsider but by reason of the 
confidential relationship that is estab- 
lished the minute a lawyer undertakes 
to render service. Because this obliga- 
tion rests alike upon all members of 
the profession, it is as exacting of a 
trust officer as of one engaged in the 
private practice of the law. 


Dual Role 


S a lawyer,:‘a trust officer must 

strive to protect every legal right 
of an estate. He does this in the in- 
terest of the institution of which he is 
an officer, and because of the further 
controlling and all-important fact that 
he is an officer of the law. The dili- 
gence of private counsel may be stim- 
ulated by realizing that a client will 
take his business elsewhere unless he 
receives complete and satisfactory ser- 
vice. This incentive to activity, how- 
ever, is economic in nature and quite 
secondary to the requirement of the 
professional relationship which de- 
mands that when a lawyer gives a mat- 
ter his professional attention he must 
do so to the extent of his skill and in 
the interest of his client. 

In an instance, for example, of the 
investment research department advis- 
ing an investment which, while decided- 
ly advantageous for some estates, would 
be definitely inappropriate for others, 


a trust officer is charged with the duty 
of knowing whether it meets the re- 
quirements of a particular estate under 
his management. He is aware that the 
business of a trust department cannot 
be conducted by a rule of thumb, and 
that the provisions and requisites of 
individual estates must be the control- 
ling factor and guide in the investment 
of trust funds. On such occasions, a 
trust officer cannot follow the line of 
least resistance and perfunctorily pass 
the recommendation along to the trust’ 
committee. Indeed, he is precluded 
from doing so by his oath as an officer 
of the law. The burden is on him to 
bring out the facts in order that the 
beneficiaries of the trust may receive 
the full measure of service that the 
institution is obligated to furnish. It 
would be beside the mark for a trust 
officer to seek to take cover under the 
fact that he is subordinate to other 
officers and the trust committee, for his 
responsibility as a lawyer holds him 
to a personal accountability to the 
estate that he serves. 


Fulfilling Obligation to Trustor 
and Beneficiaries 


TRUST officer who evidences an 
appreciation of his personal re- 
sponsibility should not be criticised by 
his superiors for errors of judgment. 
Judgment is formulated as a result of 
thought, and the ability to think is a 
characteristic of intelligence. There is 
small reason for criticising one who 
discharges his duties with intelligence. 
This writer, by reason of long exper- 
ience as a member of an active trust 
committee, knows that an able commit- 
tee looks with favor on an officer who 
advances his own opinion and is pre- 
pared to defend it as a result of a study 
of the facts. When the committee is 
not convinced, the trust officer may 
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have the personal satisfaction of know- 
ing that he has performed his duty; 
beyond this, he will have earned the 
respect of the directors who constitute 
the trust committee. 

It may also be emphasized that in the 
majority of cases the creator of the 
trust has passed away, leaving a sol- 
emn injunction that the estate be man- 
aged for the welfare of dependents. 
This in itself is a challenge to the de- 
voted interest, the unceasing attention, 
and the best professional ability, of the 
officers of the institution in which the 
trust has been reposed, for thus will 
be fulfilled the obligation to the creator 
and the duty to the beneficiaries of the 
trust. 

Men and women, in times of physical 
stress, are comforted by reflecting on 
the fact that their medical adviser is 
bound by his oath as a physician to 
render service to the very best of his 
ability. Beneficiaries of trust estates 
are entitled to expect that an attorney 
who occupies the position of trust offi- 
cer will hold himself to as severe and 
unrelenting requirements of the legal 
profession as those that bind physic- 
ians under the Oath of Hippocrates. 

Obviously, nothing that has been said 
here is intended to minimize the need 
and function of independent legal coun- 
sel for trust beneficiaries. 





Celebrates 50th Anniversary 
The Trust Company of Georgia, oldest 
continuously active trust institution in the 
State, recently celebrated its 50th anniver- 
sary at the Brookhaven Country Club in 
Atlanta. 
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Crowley Asks Added Powers 
for FDIC 


Leo T. Crowley, chairman of the Federal 
Deposit Insurance Corporation, said in his 
annual report issued recently that FDIC 
experience “reveals the necessity for ex- 
tension and further classification of the 
corporation’s supervisory authority.” This 
statement is especially significant in view 
of the fact that part three of the 1940 
report points out that between 1865 and 
1940 losses on assets of commercial banks 
in this country totaled about $15,000,000,- 
000. About two-thirds of the loss was 
charged off by operating banks and met 
largely from income. The remainder was 
incurred in the liquidation of bank assets. 
In the last 76 years bank stockholders lost 
about $2,500,000,000 in closed banks, while 
depositors sustained losses totaling $2,200,- 
000,000. 

The $15,000,000,000 losses do not include 
losses incurred by depositors or stockholders 
of banks merged with or taken over by other 
banks to avoid formal suspension or re- 
ceivership. 

Reviewing its own operations since it 
was organized in 1934, the FDIC reports 
that from Jan. 1, 1934 to Dec. 31, 1940, a 
total of 355 insured banks with deposits 
of $439,000,000 were merged with the finan- 
cial aid of the corporation. In 257 of these 
banks not a single depositor who filed a 
claim will suffer any loss. 


(a 


‘100 Per Cent’ Nichols Closes 
Chicago Bank 


John M. (100 per cent) Nichols, pres- 
ident of the First National Bank of Engle- 
wood, a South Side community of Chicago, 
announced recently that he was retiring 
from business for the duration of the 
“Roosevelt concocted emergency.” Mr. 
Nichols disclosed that at the bank’s re- 
quest, issued last April, almost all of the 
$7,000,000 in deposits had been withdrawn. 
The bank’s charter will be kept alive, how- 
ever, but the institution’s only activities 
will consist of real estate management. 

Nichols declared that with conditions as 
they were he didn’t care to be the cus- 
todian of other people’s funds. In explain- 
ing why he asked depositors to withdraw 
their funds Mr. Nichols said that “from 
our point of view there is no chance of 
investing the money in the way we would 
like, safely and profitably, and we felt it 
our duty to hand it back to the owners.” 
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Liability of Transfer Agents Under West Case 


RANSFER agents throughout the 

country, engaged in transferring 
ownership of registered securities, have 
been troubled by the decision of the Sup- 
reme Court of the United States in the 
case of West v. American Telephone & 
Telegraph Co., 311 U.S. 228. As a result 
of that litigation, which ran the gamut 
of State as well as Federal courts, the 
A.T.&T. was held liable to remainderman 
under a will for transferring shares of 
stock in which the registered owner had 
only a life interest. 

In order to clarify the effect of the 
various decisions in the case, particular- 
ly that of the High Court, and relate it 
to a recent statute* in Ohio where the 
case originated, Henry Pirtle, trust offi- 
cer, The Cleveland Trust Company, has 
prepared a memorandum on the case. 
As stated by Mr. Pirtle, the facts were 
as follows: 

The A.T.&T.’s New York transfer 
agent had been supplied with a copy 
of the will of Charles West, owner of the 
company’s stock, by which it had notice 
that the widow had only a life estate in 
the stock. It had also been furnished 
with a copy of the probate court’s jour- 
nal entry, consented to by the remainder- 
men, that the widow be authorized to 
transfer this stock to herself. A certif- 
icate, without any words of limitation, 
was then issued to Mrs. West who sub- 
sequently sold it to a person who had no 
knowledge of the provisions of the will. 
The remaindermen filed suit against 
A.T.&T. for wrongful conversion of 
property. 

The history of the litigation is to be 
found in these issues of Trusts and Es- 


*Discussed by Mr. Pirtle in August 1941 Trusts 
and Estates 179. 


tates: Feb. 1937, p. 258; Mar. 1940, p. 
338; and Feb. 1941, p. 218. 

Mr. Pirtle points out in his memoran- 
dum that the sole issue before the United 
States Supreme Court was whether or 
not a Federal court is bound to follow 
the decision of an intermediate State 
court as to the law of that jurisdiction, 
in the absence of a ruling by the highest 
State tribunal. Mr. Justice Stone held 
in the affirmative, stating that the prin- 
ciple of the Erie R. Co. applied. No- 
where in the opinion, Mr. Pirtle declares, 
did the court pass upon the propriety of 
the substantive rule of law applied by the 
State court in holding the A.T.&T. 
liable. 

Continuing, he says: “It will be seen 
from the opinion of the (State) Court 
of Appeals that the court said the cor- 
poration had notice of the rights of 
third parties and if the fiduciary, or, 
as in the West case, the life tenant, mis- 
used the property, the corporation was 
liable ... If the new (Ohio) law* had 
then been in effect, the A.T.&T. would 
not have suffered as it did under the 
decisions in the West case. The Sup- 
reme Court of the United States will un- 
questionably require its subordinate 
courts to give as full faith and credit to 
the new statutory rule in Ohio as it has 
required concerning the replaced rule 
which was expresed in the decisions of 
Ohio’s courts.” 


West Heads Mortgage Conference 


Richard H. West, vice president of the 
Irving Trust Company of New York, was 
recently elected head of the Mortgage Con- 
ference of New York, as successor to Fred- 
erick V. Goess, president of the Prudential 
Savings Bank of Brooklyn. 
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..-Protected by 


Federal Examination and Supervision 


Federal examination of each association, supported by 
Federal or acceptable private audits, provides all the facts 
as to adequacy of records and operation, including credits 
and appraisals. 


Federal supervision is continuous and effective. It must 
be good or Federal Savings and Loan Insurance Corpor- 
ation must pay losses. 


The account of every investor in every association is in- 
sured as to safety up to $5,000 by an instrumentality of 
the United States. 


SELECTED FEDERALS, Inc. 


135 S. LaSalle St. Field Building Chicago 


This is not an offer to sell any security. Selected Federals, 
Inc. is a non-profit corporation composed of qualifying 
Federal Savings and Loan Associations which sell directly 
to investors. Full information, including list of members, 
will be furnished upon request. 





Interest Rates and Peace Prospects 


J. W. MEADER 


NTEREST rates have certainly been 
low enough long enough to drench 
us thoroughly with the impression that, 
planned that way they are here to stay. 


Yet, if memory serves, bankers’ accept- 
ances in 1929 could be had at 5% per 
cent., and there is even a dim recollec- 
tion that on one ancient day in May, 
1921, a Dillon Read syndicate offered 
Goodyear first mortgage 8s, due 1941, 
at 99; these bonds, called at 120, No- 
vember 1, 1927, yielded a rate of return 
somewhat beyond the scope of an in- 
dignant bond table. 

_ Perhaps it is only a surrender to 
nostalgic yearning to compare underly- 
ing money market factors of 1921 and 
1941, but let’s see: 


1921 
Avg. 


1941 
July 
Supply Factor: 
Monetary Gold Stock 
(billions) 
Demand Factors: 
Money in Circulation 
(billions) , 
Stock Prices (Standard’s 
420 Stocks) 
Industrial Production 
(F. R. B. Index) 58 
Commodity Prices 
(B. L. S. Index) 
Commercial Paper Rate (%) 


$2.88 $22.67 


$4.92 $9.73 


54.8 78.8 


97.6 
6.53 63 


All the demand factors, except com- 
modity prices, are higher. They carry 
different weights, of course, but that 
does not matter if they all move in the 
same direction. The commodity price 
and industrial production indexes, mul- 
tiplied into each other to give a crude 
indication of the demand for “commer- 
cial” loans, rose from 57 to 144. 


Gold and Circulation 


HERE did easy money come from? 

The 8-fold multiplication of the 
gold stock. And how did that come 
about? We planned it that way,—some 
of it was done by flim-flam in the gold 
write-up of 1934 and some of it by bid- 
ding 35 American dollars the Troy 
ounce for all the gold in the world. Was 
that too high a price? Well, name one 
other buyer at that figure! Then in- 
terest rates are abnormally low? (Sor- 
ry, this is where we came in.) And 
where do we go from here? (Oh, a 
double feature.) 

That gold price, for one thing, is 
likely to stay where it is. The money 
planners have too much else on their 
minds, and could not in the nature of 
politics admit a mistake. If a change 
is made it will probably have to come 
as a response to some new emergency. 


801 
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Meanwhile, gold imports have necessarily 
all but ceased. 

Among the demand factors, circulation 
is going up and up. Stock prices are 
doing nothing, but refuse to go down. 
Production is close to capacity and like- 
ly to remain there “for the duration.” 
Commodity prices, up 14.3 per cent in 
12 months, are headed higher. Now, 
major forces are mobilized in support of 
an improvement in short term interest 
rates. Long term interest rates habit- 
ually follow suit some months later. Im- 
provement in money rates can hardly be 
spectacular, however, because of the 
enormous gold stock, and for some time 
may be barely perceptible. 


Longer Outlook 


F the time has come to reconsider 

investment policy in the light of a 
change in the trend of interest rates, it 
will mean in most cases a shortening of 
maturities, with a corresponding cut in 
income at a time when income needs 
are increasing. In this dilemma most 
investment managers will prefer to tem- 
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porize, or frankly drift with the stream. 
Accepting a risk of loss of principal for 
the sake of current income is often a 
more practical course than forsaking in- 
vestment and living on capital, and the 
net result is much the same in either 
case. 

In the longer outlook for interest rates 
there is the probability of gold exports 
beginning shortly after the close of the 
war. Much European money has sought 
refuge here and will return home at that 
time. Furthermore it seems likely that 
any lasting terms of peace will have to 
include the means of restoring to the 
principal currencies of the world some 
measure of stability; the only way to do 
that is to start them off once more with 
a gold backing and the gold will have to 
come from here. Any increase in inter- 
est rates under way at that time is likely 
to be accelerated. On that account alone 
it seems necessary to form some opinion 
of the probable duration of the war, for 
when it ends it may be too late to put 
into effect any broad changes in invest- 
ment policy. 


Hedging Against an Early Peace 


T is even more important when deal- 

ing with bonds of less than the best 
quality, or stocks, that is, issues which 
are sensitive to industrial changes, to 
try to anticipate the transition from war 
to peace. 

For several years we have been think- 
ing and acting on the need of hedging 
against inflation and war, but compara- 
tively little thought has been given to 
hedging against the end of the war. 

Since the transition from peace to war 
is not yet complete in this country, and 
may not be accomplished in a year or 
more, it is only natural for the feeling 
to grow that the war is going to last a 
long time. Some of the war appropria- 
tions already made (e.g. for battleships) 
cannot be translated into actual expendi- 
ture for several years. Initial requisi- 
tions are soon found insufficient and must 
be repeatedly increased, more plants con- 
verted to war work, new plants built. 
In short, the impression of a vast cres- 


cendo of activity is heightened in a thou- 
sand ways. 

As to the difficulty of predicting the 
end of a war, we have Churchill’s author- 
ity for the remark that as late as Aug- 
ust, 1918, after Ludendorff’s offensive 
had failed, the Allied high command had . 
no intimation that the war could be 
brought to a close in less than three 
months time. Even in September, it 
needed a strategic blunder by the Ger- 
mans to set the stage for the Armistice. 
By that time, unprecedented Allied pre- 
parations for the unfought campaign of 
1919 were far advanced and in the United 
States the peak of wartime production 
of many kinds of material came after the 
firing had ceased. 


The Timing of War 


ITH or without censorship the 
most important news about a war 
is never published at the time when it 
would be news, and frequently not for 
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Of the Essence today— 
GOOD TOOLS 


Today, more than ever, the investor requires more than statistics 
in making decisions,—he needs accurate market information, 
knowledge of the weight and direction of the buying and selling 
orders that ultimately determine trends. Particularly is this true 
of the bank officer responsible for the investment of his institu- 
tion’s funds. 


For the institution that finds it impractical to maintain an In- 
vestment Department adequately staffed with competent special- 
ists, this firm maintains an entirely independent Bank Service 
Department. Its function is to provide accurate and timely mar- 
ket information, as well as pertinent statistical data, to institu- 
tional portfolio managers. Its staff is “bank minded”, its recom- 
mendations and suggestions carry an unmistakable institutional 
point of view. Advantageously located in an investment banking 
house dealing actively in all types of bonds and with all types of 
financial institutions, both large and small, its opportunities for 
market observation are unusual. 


Outlying banks, in particular, are cordially invited to ask for 
full details concerning this firm’s Bank Service Department. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 


36 Pearl Street 201 Devonshire Street 
HARTFORD BOSTON 





GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 





Careful management 
conservative 


policies 
and strict 
adherence to 
sound banking 
principles 


since 1886 
7 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURGH 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


years afterwards. There must be move- 
ments now on foot which will profound- 
ly affect the whole course and timing of 
the war, hastening its end in a way we 
cannot know. 

But there are factors which may win 
the war more speedily than we dare be- 
lieve. There is no one in Germany who 
does not fear the power of American 
industry; every German act since the 
air battles over Britain were lost last 
year is consistent with a desperate race 
against time. And it seems inconceiv- 
able that the British, with a year’s re- 
spite from the threat of invasion, have 
not already set in motion undertakings 
of far greater moment than last winter’s 
campaigns in Africa. 

It is only fifteen months from the time 
when France was beaten and the destruc- 
tion of Britain seemed imminent. To- 
day there is no question about ultimate 
victory, but only as to the manner in 
which it will be done, and if the means 
are not yet at hand they soon will be. 
If the war’s aspect has changed so great- 
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ly in so short a time, there is further 
basis for suggesting the possibility that 
1942 or 1943 will see it through. In that 
case, hedging against peace may be the 
next important change in investment 
policy. 


On the Nursing of War Babies 


EVISION of policy in preparation 

for peace will generally have two 
aspects,—first, a reversal of any steps 
which were conditioned by war, and sec- 
ond, adaptation of policy to a post-war 
pattern of changeover, reconstruction 
and revival. 

The first requirement, getting rid of 
war babies, will perhaps be most easily 
handled by appraising the entire port- 
folio on an ex-war basis. In many lines 
of business,—for example, explosives, 
aircraft and engines, shipbuilding and 
machine tools—the revaluation will be 
drastic. We may want to decide now 
what these industries will be worth on a 
shut-down basis plus the net earnings 
of one year only. In other lines, there 
is much less difference between war and 
peace activity; railroads, utilities, steels 
and oils, for example, appear to face an 
easier transition, for no change in the 
product is required and they are highly 
essential to peacetime enterprise; per- 
haps a six months period of sharply re- 
duced earnings would be a likely hypo- 
thesis. 

A break in the prices of strategic and 
sensitive commodities—rubber, tin, other 
non-ferrous metals and agricultural pro- 
ducts—will mean reduced production and 
heavy inventory losses in the trades di- 
rectly affected. In countless cases of 
manufacturing and commercial compan- 
ies, the period of transition will be 
longer and more difficult, involving per- 
haps a year of unprofitable operation; 
automobiles and electrical appliances 
might be representative of this group. 


Post-War Planning 


HE shock may be cushioned in some 
cases, however, by the introduction 
of new products developed as an off- 
shoot of war technology and the search 
for substitutes. Finally, there may be a 
small group of cases where operations, 
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FIVE PILLARS of STABILITY 


Pacific operates in central locations, with complete staffs, 


in the five principal cities of the Pacific Northwest . . . 


Tacoma, 


Seattle and Bellingham, Washington, and Portland and Eugene, 


Oregon. 


More than seven thousand selected home loans in these five 


key cities give diversification that is unique... 


a broad founda- 


tion for the investments of this type of institution. 


Volume produces substantial net earnings after allotment 


of several times legal requirements for reserves. 


rate three per cent. 


Current dividend 


Pacific has been selected for investment by many trusts, 
fiduciaries, endowments, and insurance companies. 


PACIFIC /Jsfé FEDERAL SAVINGS 


AND LOAN 


ASSOCIATION 


OF TACOMA 


Pacific Savings Building, Tacoma, Wash. 


SEATTLE e PORTLAND e 
Assets, June 30, 1941, $18,523,864.61 & 
Member: 


impeded by war, will immediately im- 
prove with peace, such as manufacturers 
restricted by shortages of raw material 
and for one reason or another unable to 
take on war work. 


As a cross-check the geography of the 
portfolio should be studied. The princi- 
pal areas in which production has been 
stimulated by the war are the two sea- 
boards and the north central states. Re- 
action may be most acute there. 


Reconstruction of a war-torn world 
will place heavy initial demands on sup- 
pliers of building materials and trans- 
port equipment. These demands might 
be intensified here by the release of 
large-scale public works projects now 
being planned to meet the problems of 
post-war readjustment and related un- 
employment. In that case there would 
be the makings of a first class, but short- 
lived boom. Some observers are begin- 
ning to feel, for such reasons, that in- 
flationary trends recently in evidence 
miy be accentuated after the war. 


TACOMA e 
Surplus-Reserves, June 80, 1941, $1,319,450.11 


Federal Savings and Loan Insurance Corporation 


BELLINGHAM e EUGENE 


If it worked out that way it would be 
only another instance of the faulty tim- 
ing of official action in a planned econ- 
omy. On the other hand, there are 
grounds for believing that, when popu- 
lar attention can again be directed to 
domestic affairs, a strong tide of political 
reaction will start to run. If such 
changes are easier to see from a dis- 
tance, there may be something prophetic 
in the rumblings now being heard in 
England; The Statist said, (July 26): 


“It is surely time that a protest was 
made against the policy of preparing in 
advance, for a situation which cannot 
be envisaged, a series of regulations and 
restrictions which may seem rational 
enough in the remote quietude of a Civil 
Service office, but which to finance, trade 
and commerce, when the future has 
shaped itself, will seem so many hand- 
cuffs and leg-irons, crippling enterprise 
and retarding progress. The only healthy 
plan which can be devised at this time 
is a plan to end at the earliest possible 
moment all those restraints and inter- 
ferences which the war has created.” 
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OUTSTANDING 


For more than a century, The National Shawmut 
Bank has been outstanding in the New England 
banking field. Our Trust Department is equipped 
to handle trust and estate matters with the same 


care and conservatism which has marked the de- 


velopment of the bank itself over this long period. 


a Y, ofarlment 


The 


National 


Shawmut Bank 


40 Water Street, Boston 
Member Federal Deposit Insurance Corporation 


Nine Year High Forecast for 
Urban Mortgage Loans 


Before this year is ended the total of 
outstanding mortgages on urban homes in 
the United States will pass the 20 billion 
dollar figure, the highest point in nine years, 
officials of the Home Loan Bank System 
estimated recently. 

“Loans made on 1 to 4 family non-farm 
homes during 1940 totaled $3,322,000,000— 
up almost 16 per cent from 1939 and the 
largest volume reached within a decade,” 
the Federal Home Loan Bank Review says. 
“The balance of such loans outstanding at 
the end of the year stood at $19,123,000,000. 
This is $900,000,000 above the 1939 year-end 
figure, compared with a gain of less than 
$600,000,000 during 1939.” 

The Review attributes this record lending 
volume not only to the high volume of new 
home construction but the stepped up sale 
of existing properties and the widespread 
employment of high percentage loans. While 
the aggregate mortgage debt is approach- 
ing boom-time totals, economists of the 
Federal Home Loan Bank System point out 
that the mortgage structure of the nation 


is on a firmer foundation than ever in the 
nation’s history since the bulk of present 
loans are on a monthly amortized basis, 
with the equity of the owners constantly in- 
creasing. 


0 


Three Securities Added to N. Y. 
Legal List 


The State Banking Board has authorized 
savings banks, and by implication, trust 
companies, to invest in the obligations of 
two oil companies and a public utilities 
firm. They are: American Telephone and 
Telegraph Co., convertible debentures 3s, 
due Sept. 1, 1956; Continental Oil Com- 
pany, convertible debenture 2%s, due Dec. 
15, 1948, and Phillips Petroleum Company, 
convertible 1%s, due Jan. 1, 1951. 

Superintendent White said, “investment 
in all issues having a stock conversion fea- 
ture should be avoided at times when it is 
evident that the market price is being sub- 
stantially influenced by such conversion 
feature.” 
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CAPITAL ISSUES 


EQUITIES—The favorite prescrip- 
tion of common stocks as a hedge 
against wartime inflation has had rough 
going in Great Britain. The Economist’s 
index of industrial profits showed a 
further fall in the June quarter. “To- 
tal profits have been increasing, though 
their rate of increase has slowed down 
perceptibly; net profits have been fall- 
ing, largely as a result of increasing 
taxation; and equity shareholders as a 
whole—the supposed beneficiaries of 
peak wartime production and lavish fi- 
nance—have, in fact, experienced a 
continuing decline in rates of earnings 
and dividends ever since the war be- 
came a serious reality eighteen months 
ago.” Except for shipping, rubber and 
newspaper shares, it is a story of lower 
profits and lower dividends. (The Econ- 
omist, July 26.) 


F.H.A. MORTGAGES—tThe latest iron- 
clad, streamlined, gilt-edged investment for 
banks, trust funds and other eligible lenders 
seeking a high rate of return is the F.H.A. 
insured and bonded mortgage, in the opin- 
ion of H. J. Naunheim, a former F.H.A. 
employe who has been helping St. Louis 
banks organize departments for handling 
this type of loan. (Mid-Continent Banker, 
September, 1941.) 

The safgeuards which surround the new 
methods in real estate finance are impres- 
sive. The property is inspected and ap- 
praised. The borrower’s ability to pay is 
carefully investigated. “The foreclosure 
rate . . . has been so low as to be con- 
sidered almost perfect.” Contingent loss 
of interest pending foreclosure, the costs 
and expenses of foreclosure, and the risk of 
faulty title may be covered by insurance, 
a protection which the author recommends. 
“Loans with these features give you prac- 
tically 100 per cent guarantee and are ob- 
tainable on the market today.” In event 
of foreclosure the owner of the mortgage 
may, at his option, retain the property (and 
perhaps make a profit on its sale) or re- 
ceive F.H.A. 3-year 2%% debentures un- 
conditionally guaranteed by the United 
States. To their full maturity, the yield 
at current prices is about 3%%. 

There is wide legal sanction for direct 
mortgage loans up to 60-66% per cent. of 


appraised values; such loans, especially if 
they provide for amortization during a rea- 
sonable period, are generally regarded as 
proper savings bank and trustee invest- 
ments. F.H.A. loans, now legalized by most 
states, may be made up to 80-90 per cent. 
Exempt from S.E.C. regulation, there is no 
prospectus and the other side of the story 
is for the buyer to find out for himself. 
While there is an additional risk inherent 
in the transaction, it is compensated by un- 
usual features of insurance and the con- 
tingent guarantee (twice removed) of the 
Government. Only experience can show 
how the complicated F.H.A. procedure will 
work to balance this equation. 


SAVINGS TRENDS—The Committee on 
Public Relations of the Savings Banks As- 
sociation, State of New York, has found 
that “due to the inadequacy of mortgage 
investments and to other investment prob- 
lems, the saving banks have discouraged 
deposits and reduced interest rates, with 
the inevitable result that they are today 
faced with an indifferent if not somewhat 
critical public.” (Association News Bul- 
letin, September 5.) 


Public competition in the mortgage bus- 
iness and attractive terms to small buyers 
of Government securities were additional 
items not calculated to leave the flow of 
savings and investment in its old channels. 
It was suggested as early as 1933 that a 
policy of forced low interest rates might 
discourage habits of individual thrift, and 
banks were slow to reduce their dividends. 
In recent years some rather large chunks 
of investment money have been spread 
around, up to the limit each bank would 
allow, in mutual savings institutions. What- 
ever the banks may have thought about the 
permanence of these deposits, they repre- 
sent money which might like to leave in a 
hurry if attractive opportunities present 
themselves in government or corporate bond 
markets. 


A time rate for what is practically a 
demand deposit is always a bargain, if the 
money can really be had on short notice. 
At present it can; the quick assets of the 
savings banks, in proportion to deposit lia- 
bilities, are unusually large. The big de- 
posits will probably remain until short term 
money rates increase. But small dividends 
are not likely to attract or to keep small 
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GOOD LOAN RECORD 
Protects Your Investment 


e Your investment in First Federal of 
Atlanta is protected and made 
profitable by our outstanding loan 
record and procedure. 


e Our average loan balance is estim- 
ated less than 50% of the property 
value; our foreclosures are few and 
profitable. 


e Our dividend rate has never been 
less than 3% per year and we have 
always met withdrawals promptly. 


e And, your investment here is guar- 
anteed safe . . insured up to $5,000 
by a Federal Government instru- 
mentality. 


We will answer any questions and 
supply full information promptly. 


* 


FIRST FEDERAL 


SAVINGS AND LOAN ASSOCIATION 
OF ATLANTA 


First FepErAL Bipc. ATLANTA, GA. 
George W. West, Pres. 


accounts, and there is not much the savings 
banks can do about it. 

In six years, while savings bank deposits 
increased about $300,000,000, the public 
bought more than twelve times that amount, 
—$3,650,000,000—of Savings Bonds, net of 
redemptions. During the first few months 
in which Defense Bonds were on sale (May 
1.to August 1, 1941) the public bought more 
than $1,000,000,000. Savings bank deposits 
declined slightly in the six months ended 
July 1. 

The effect of Savings and Defense Bond 
sales on the savings institutions is discussed 
at some length by A. Edward Sherr, Jr., 
in the September Savings Bank Journal. 
He concludes “that deposits will not be 
heavily withdrawn to purchase [Defense] 
bonds, but rather that they will be pur- 
chased out of current income.” 


SUBURBITIS—Municipal bond buyers, 
scanning preliminary reports of the 1940 
census, see.new evidence of decentraliza- 
tion and blight,—trends which may have 
unfavorable implications on local govern- 
ment finance, according to Basil C. Rodes, 
writing in the September issue of Taxes. 
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“Central cities in metropolitan areas in 
the eastern, northern and central regions 
. . . have ceased to expand while commun- 
ities on the periphery show a_ healthy 
growth ... It has been estimated, on the 
basis of local studies in St. Louis, Birming- 
ham, Boston and other cities, that the cost 
of ‘blight’ to cities amounts to between 10 
to 20 percent of their annual budget... 
The tax rate and debt trend of local gov- 
ernment entities is steadily moving up- 
ward.” On a per capita basis, 1940 muni- 
cipal debt was 3.0 per cent. greater than 
in 1930. Adjusted tax rates were up 13.2 
per cent. 

Other experts have suggested that the 
migration to the suburbs was at its height 
in the previous decade. Rehabilitation of 
blighted city districts has not yet gone far 
enough to reverse the trend, but better 
zoning and economic pressures are expect- 
ed to slow it down. 


SILK SYNTHESIS—Due to the shut- 
ting off of raw silk supplies, the silk in- 
dustries have been put to a severe test. By 
the end of August, hosiery mills had to cur- 
tail operations to half rate. Also involved 
were the silk throwing, ribbon, dress goods, 
silk thread, necktie fabric and hat band 
industries. This sudden disruption will 
mean at best some unemployment, changes 
in consumer habits. On the other hand, it 
calls dramatic attention to achievements in 
artificial fibers and textiles, dyestuffs and 
organic chemicals which will go far to ease 
the shock. A well-developed rayon indus- 
try has vastly improved its product and 
still newer materials, most notable of which 
is nylon, have further diminished our de- 
pendence on silk. (Economic Bulletin of 
The National City Bank, September, 1941.) 


—_—_——__ 9 —___ 


Trust Research Week in 
North Carolina 


In North Carolina, the Blue Ridge, Char- 
lotte and Winston-Salem Chapters of the 
American Institute of Banking, partici- 
pated from Sept. 15-19, in a Trust Research 
Week conducted by the American Bankers 
Association through the North Carolina 
Bankers Association. This was another 
in a series of conferences on trust research 
being held throughout the country by the 
A. B. A. and directed by Gilbert Stephenson 
who is the head of the Trust Research De- 
partment of the Graduate School of Bank- 
ing. 
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The Passing of Great Estates 


The Outlook for Large Residential Properties 


Cc. T. S. KEEP 
President, Previews Incorporated 


LMOST everyone assumes that the 

title of this article has now become 
an axiom. The publicity attendant up- 
on the demolition of some famous prop- 
erties and the transfer of others to 
church, school, and varied institutional 
uses, has given the public a definite 
impression that the fine old large es- 
tates are now a total loss. I quote the 
editor of the Saturday Evening Post in 
a recent letter to me in defense of an 
article in the Post entitled “You Can’t 
Give Them Away.” Mr. Stout wrote 
“_the fact remains that the lavish 
homes the wealthy built in other times 
are a social and an economic anachron- 
ism—Depreciation is, of course, a fac- 
tor, but this is 9/10 social depreciation, 
only 1/10 physical depreciation.” 


Forecasts by majority vote are a won- 
derful thing. I remember reading a 
summary of the opinions of Presidents 
of large Insurance Companies when con- 
sulted in 1906 about the future course 
of interest rates. Almost to a man their 
findings were proved entirely inaccur- 
ate. In 1929 everyone knew that the 
stock market was going very much high- 
er, and in 1932 the same public opinion, 
including the bulk of the experts, was 
convinced that ruin stared our indus- 
trial corporations in the face and that 
stocks were not worth the paper they 
were printed on. 


It is worthwhile defending the agnos- 
tic position when economic forecasts 
are made. In the first place, let us 
realize that we cannot make scientific 
judgments concerning the future. All 
the obvious present factors can readily 
yield to new or latent basic forces, and 
it is only the historian with his ad- 
mirable hind-sight who can with any 
degree of accuracy assess the relative 
influences of the conflicting factors in 


our economic, political, and social struc- 
ture. 


Is Capitalism Doomed? 


F we say the age of great estates 

has passed, we must also assume as 
corollaries that capitalism as we know 
it has passed, that big fortunes will no 
longer exist, and that large incomes 
will no longer be earned. So far as I 
have been able to observe, there is only 
one point adduced in proof of all of 
these assertions, and that is the rapid 
and stifling increase in taxation of all 
types. Now, who knows the ultimate 
effect of high taxation? Taxes and the 
national debt have always grown but 
have not prevented periods of enormous 
prosperity. Once taxes are stabilized 
even at a high level, prices take them 
into account and profit margins are re- 
established, assuming only a continuous 
increase in demand and purchasing 
power. If this war is lost and America 
becomes an economic and political vas- 
sal, I am willing to assume the worst 
about everything, including taxes. 

It is more likely, however, that this 
war will be won and that the United 
States will be in the key position to 
capitalize the known world. If we are 
going to have to develop South America, 
China, Australia, and innumerable 
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other places, the current level of de- 
fense manufacturing may prove minor 
in relation to the employment, wage, 
output and exporting levels of the dec- 
ades ahead of us. Prosperity of this 
nature would lead to renewed demand 
for everything of fine quality and real 
estate would not be excluded. 

If you prefer to believe that this con- 
summation so devoutly to be wished 


Modern, 18 story apartment house (below) 
now occupies site of former world-famous 
Tiffany chateau (above) on Madison Ave. 
and 72nd St., New York. 
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cannot occur without inflation of a de- 
structive type, then it is perfectly true 
that a period of large prosperity would 
be postponed. However, there is no 
reason to assume that the great for- 
tunes would be penalized by currency 
depreciation to any greater extent than 
they were penalized in Germany and 
France. The little man has to pay that 
bill while the big holders of equities 
are in a stronger position and frequent- 
ly find opportunistic means of convert- 
ing currency fluctuations to their own 
accounts. 


The Demand Remains 


PORTION of the indictment of 

great estates is justified: that por- 
tion which applies to estates lacking all 
aesthetic justification, or located in sec- 
tions which are losing or have lost 
their attractive residential character. 
This loss of market value, however, is 
not confined to our modern “latifun- 
dia;” it applies equally to the modest 
small home or fair sized residence. You 
could talk about the passing of farms 
in Manhattan or the passing of estates 
in Brooklyn, but in neither case would 
you be proving that farms or estates 
will not continue to be popular features 
of modern life. 


There is no doubt that it takes both 
brains and luck to secure a fair selling 
price for ugly houses of no matter what 
size, for inconvenient and unconvert- 
ible houses lacking their share of 
plumbing, and for badly located houses 
surrounded by filling stations and cheap 
hotels. We need further reasons, how- 
ever, why people of wealth and educa- 
tion or ambition will not always dream 
of an opportunity to live in a noble 
Colonial Mansion, surrounded by beau- 
tifully landscaped grounds and within 
hailing distance of equally fortunate 
neighbors. The demand is here and 
will remain with us and will express it- 
self whenever incomes grow to support 
luxurious living, or the weight of taxes 
diminishes through either general pros- 
perity or inflation. 


Today it is perfectly true that many 
owners, at least temporarily, cannot 
afford to maintain large estates. The 
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supply outweighs the demand, and the 
least acceptable estates must be con- 
verted to new uses. Fortunately, there 
are plenty of new uses, and expert ad- 
vice and work can find a market of some 
kind for all but impossible properties. 
Schools, religious orders, hospitals, and 
philanthropic enterprises of all types 
comprise a new pool of buying activity, 
and these fortunate groups can forget 
the tax problem. Subdivision is claim- 
ing estates whose basic value is in the 
land. As our local governing bodies 
grow wiser, we shall witness a wave of 
re-zoning which takes the fetters from 
properties of all types and permits their 
use for logical and economic purposes. 
There is many a large estate whose 
market value would double and which 
would remain on the tax rolls if town 
councils paid more attention to the 
needs of their communities. 


New Basis of Assessment 


HE crux of the problem in market- 

ing the large estate lies largely in 
the burden of carrying charges over the 
period during which the property is 
being offered for sale. Since misap- 
praisal of real sales potential can in- 
volve a substantial loss through carry- 
ing charges alone, a careful analysis 
of each individual property in order to 
assay its comparative desirability as an 
estate and to estimate its probable value 
for alternative uses is vital. 


The largest single factor in the bur- 
den of carrying charges is usually the 
taxes and not infrequently inequity in 
assessment can be shown to exist. 
Where this is so, many communities 
are more than anxious today to grant 
relief and it is my belief that many 
more are coming gradually to realize 
that over-heavy assessments are in 
large measure responsible for the sale 
of many of their largest tax payers for 
non-taxable uses. 

The traditional practice of assessors 
in basing their valuations primarily on 
cost bears of course very heavily on the 
large estate, which characteristically 
has been developed with cost “no ob- 
ject.” As yet assessment practice pays 
little regard to the modern development 
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of real estate appraisal technique which 
looks upon reasonable income expect- 
ancy as a controlling factor in value. 
While it must be acknowledged that the 
income approach is difficult to apply to 
residential property and most difficult 
to apply to the estate, it is significant 
that a Florida community has recently 
been entirely reassessed with income 
expectancy as the primary criterion in 
valuation. This points to a coming 
trend wherein taxing authorities will 
come to recognize that property “is 
worth what it can earn.” In the long 
run such a trend will make for more 
equitable distribution of the realty tax 
burden and should be favorable to the 
large as well as small estate. 


Intelligent Liquidation 


HE problem for owners of beautiful 
and well situated estates is a very 
simple one. If they can afford to hold 
on and enjoy estate living, they have 
an even chance of being offered very 
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fair figures for their properties within 
ten years. If they cannot afford the 
necessary outlay each year or must have 
cash, then they are forced to liquidate 
for much the same reason as the Wall 
Street investor who owns stocks on mar- 
gin and is confronted with a thin and 
low market. Unintelligent liquidation 
based on amateur decisions is ruinous 
and is responsible for much of the 
dramatic publicity given to misguided 
statements that none of us will con- 
tinue to live in large and beautiful 
homes. 


Peak Number Set by Stockholders 


The number of people currently owning 
shares of stock in American companies has 
reached a record figure. This is indicated 
by a survey of the capital stock distribu- 
tion of enterprises whose shares constitute 
40% of the total number listed on the 
New York Stock Exchange. 

At the end of 1940 there were 78 per cent 
more holders of the common stocks of fifty 
leading American corporations than at the 
end of 1929. 

A rough estimate indicates that there are 
12,500,000 holders of stocks that are listed 
on the New York Stock Exchange, against 
7,500,000 at the end of 1929, which was the 
greatest speculative year in the history of 
the United States. 

It would seem from the above statistics 
that despite the crash of security values in 
the early thirties, the American investor is 
still common stock conscious. 


—$$_—___ 


Chambliss Appoints New Jersey 
Committee Heads 


L. A. Chambliss, president of the New 
Jersey Bankers Association and vice pres- 
ident of the Fidelity Union Trust Company 
of Newark, recently announced the appoint- 
ment of chairmen of the various Associa- 
tion committees to serve for the ensuing 
year. Earl S. Johnson, Savings Investment 
and Trust Company of East Orange, was 
chosen head of the Lawyers and Bankers 
Conference Committee; Edward Schickhaus, 
Fidelity Union Trust Company, Newark, 
is chairman of a Special Committee on 
Trust Investments; and William E. Hocker, 
National Newark and Essex Banking Com- 
pany, will head the Committee on Trust 
Subjects. 
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Where There’s A Will.. 


ARA Delano Roosevelt, mother of the 

President of the United States, be- 
queathed the bulk of her estate to her 
son, according to a will recently filed for 
probate in Poughkeepsie, N. Y. Mrs. 
Roosevelt left her real estate to the 
President, and also nine-tenths of the 
residuary estate. The remaining tenth 
is divided into six equal parts and held 
in trust for the benefit of her daughter- 
in-law, Anna Eleanor Roosevelt, and each 
of her five grandchildren. As_ each 
attains the age of 21 years, the trustee 
shall pay to him or her the accumulated 
interest and income and shall continue 
to hold the principal until the beneficiary 
attains the age of 30 years. Franklin D. 
Roosevelt, Arthur J. Morris, president 
of the Fulton Trust Company of New 
York, and Henry T. Hackett of Pough- 
keepsie, attorney for the estate, were 
appointed under the will as co-executors 
and co-trustees. To each of them Mrs. 
Roosevelt bequeathed $5,000 “in lieu of 
executor’s fees and commissions.” 


* * * 


George F. Baker, chairman of the 
board of the First National Bank of New 
York, left a gross estate of $40,620,079 
(reduced by debts and expenses to a net 
of $25,689,668), estate tax appraisal 
papers recently revealed. The papers 
showed that Mr. Baker had given away, 
primarily to members of his family, 
about $47,000,000 from 1925 until his 
death in 1937. However, they did not 
include an appraisal of the decedent’s 
property outside New York State. The 
First National Bank, which his father 
founded, was appointed executor and 
trustee under the will, and will admin- 
ister the $13,500,000 trust fund created 
by Mr. Baker for “religious, charitable, 
scientific, literary or educational pur- 
poses.” New York State will collect a 
tax of $1,771,553 on the estate. Com- 
missions of the executors, Mrs. Baker, 
Alexander C. Nagle and the First Na- 
tional Bank, were calculated at $1,473,- 
814, and attorney’s fees at $500,000... 


The will of Sergeant Pilot Rose of the 
R.A.F., who was killed in action almost 
a year ago, was recently made public in 
London. The will contained the following 
provisions: “Twenty pounds sterling 
for a binge for the members of the 
Forty-ninth Squadron in event of my 
being reported missing. If I am killed 
while flying, twenty pounds sterling to 
pay for a cheerful celebration by the 
Red Hill Section of the Royal Air Force 
Voluntary Reserve; two hundred and 
fifty pounds sterling to my wife for a 
trip to the Pyramids and a new outfit 
of clothes.” ... and probably as an after- 
thought, “My sports coat to Max Miller, 
comedian.” 


When Private Samuel E. White, Jr., 
24, arrived at Jefferson Barracks in St. 
Louis, Mo. recently he had only a nickel 
in his pocket. He had enlisted nine days 
before and had just written his mother 
reporting his whereabouts and dire fin- 
ancial straits, when he received a letter 
from her informing him that his father, 
a steamship purser whom he hadn't seen 
since his parents separated 17 years 
ago, had died at sea and left him 
$13,000... 


* * * 


John M. Grant, who rose from mes- 
senger boy of the Caledonia Bank of 
Scotland to the presidency of the Trans- 
america Corporation—$150,000,000 hold- 
ing company for the Giannini banking 
interests in California—left the bulk of 
his estate to his two sons and widow 
who nominated the Bank of America 
National Trust and Savings Association 
administrator with the will annexed. 
Mr. Grant came to the United States at 
the age of 21, and became an American 
citizen eight years later. His previous 
banking connections had been with the 
Merchants Loan and Trust Company of 
Chicago, the Mercantile Trust Company 
and the Bank of America, both of San 
Francisco. In 1928 he became associated 
with the Transamerica Corporation as 
a vice president, becoming president in 
1932. 
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HEN the will of William Guggen- 

heim, disinheriting his wife and 
son and leaving his entire estate to four 
former chorus girls, was filed for pro- 
bate recently, indications were that the 
estate would fall short of the prelimin- 
ary estimate of $1,000,000. A long 
court fight was forecast when the widow 
announced through a spokesman that 
she would “assert her statutory rights 
to one-third of her husband’s estate.” 
It was pointed out that under New York 
law a man can only disinherit his widow 
if they are living apart under a separa- 
tion agreement. The younger Mr. Gug- 
genheim denied that his father had ever 
been legally separated from his mother, 
although he admitted that she had been 
living apart from her husband. Mr. 
Guggenheim was a member of the fam- 
ous copper-mining family and was re- 
puted to have possessed a fortune of 
$5,000,000 at his retirement from active 
business in 1901... 
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Carleton Ellis, chemist and inventor, 
credited with holding nearly 800 patents, 
the third largest number for any indi- 
vidual in the history of the Patent 
Office, appointed the Bank of Mont- 
clair, Montclair, N. J. as co-executor of 
his estate, estimated at over $1,000,000. 
His chemical experiments produced more 
than 100,000 new compounds. Many of 
his inventions were in the paint-product 
field. One of his latest outstanding dis- 
coveries was a substance for fire proof- 
ing war planes against incendiary bul- 
ae 

The Wheeling Dollar Savings and 
Trust Institution of Wheeling, W. Va. 
was named co-executor of the estate of 
the late William M. Tiernan, vice pres- 
ident of the Bloch Brothers Tobacco 
Company, one of the largest tobacco firms 
in the State with which he was con- 
nected for over 65 years. He was pres- 
ident of the Ohio Valley General Hospital 
of Wheeling. 


* * * 


HE fame of Brooklyn has _ been 
spread far and wide as a town in 


which strange things happen even to the 
Dodgers, who currently found themselves 


leading The National League. For a 
long time inhabitants of this remark- 
able borough have protested against such 
undesirable publicity and notoriety ini- 
tiated by protaganists who insist on 
smearing the town’s fair name and 
spreading the idea that there’s some- 
thing about the rarified atmosphere 
which makes for hair-brained ideas and 
antics by the borough’s citizenry. After 
what happened in the Brooklyn Surro- 
gate’s Court recently, the people of 
Brooklyn are going to have a difficult 
time disproving these contentions. The 
best they can do is convince us that there 
is something about Brooklyn that makes 
men—to quote from Robert Herrick— 
‘nobly wild, not mad.” 

A Warren Lincoln Travis, who 
styled himself the “world’s greatest 
weight lifter,” left a will in which he 
directed that a “certain diamond-jeweled 
gold and silver belt presented to me in 
open competition with the strongest men 
in the world be offered in open public 
competition and be awarded to the man 
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who at least will have equalled the rec- 
ord made by the testator herein by per- 
forming the following ten feats.” Mr. 
Travis goes on to list the requirements, 
one of them being the ability to lift 350 
pounds from the floor with your teeth. 
This neutral observer has no designs on 
what undoubtedly is a handsome prize, 
but it would seem from this corner that 
a man ought to see his dentist at least 
once a year before entering the competi- 


tion... 
. * * * 


"The late Clifford D. Mallory, president 
of a New York shipping firm of the same 
name, appointed the Central Hanover 
Bank and Trust Company of New York 
co-executor and co-trustee of his estate. 
In 1917 Mr. Mallory left his post as vice 
president of the shipping company to 
serve his country in the World War as 
assistant director of operations of the 
United States Shipping Board. After 
the war, he became president of C. D. 
Mallory and Company, and in addition 
was director of numerous other shipping 
concerns and organizations concerned 
with maritime affairs. In yacht racing, 
Mr. Mallory had been a leading figure 
since the World War. He was president 
of the North American Yacht Racing 
Union from its organization in 1925 
until 1935. 


Pennsylvania Banks Merge 


Stockholders of the Union National Bank 
of Reading, Pa. recently approved action 
taken by the board of directors to combine 
the bank with the Berks County Trust Com- 
pany, whose stockholders have already ap- 
proved the plan. The Pennsylvania State 
Banking Department sanctioned the Berks 
County Trust Company to take over certain 
liquid assets and assume all deposit liabili- 
ties of the Union. This merger was con- 
summated so that the costly operation of 
two banks in locations immediately adja- 
cent and in the heart of Reading would be 
eliminated. 


In addition to commercial banking, sav- 
ings and safe deposit facilities, Berks Coun- 
ty Trust Company has a_ completely 
equipped trust department of extensive pro- 
portions, an investment department and one 
of the finest title insurance departments in 
the State. 
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White Fund to Aid Defense Program 


The fourth distribution of income from 
the Thomas H. White trust fund, is ap- 
proximately $14,000 and this amount will 
be divided among twelve educational, health 
and welfare agencies, it was announced re- 
cently by the Cleveland Trust Company, 
trustee of the fund. Several of the grants 
this year take into account the need for 
assistance by various agencies in behalf 
of the Defense Program, particularly in 
the matter of technical training. 


This distribution represents income ac- 
cumulated from July 1, 1940 to July 1, 
1941 from a small part of the substantial 
White Trust Fund, all of which will become 
available ultimately, for philanthropic pur- 
poses. 


The trust agreement, established in 1913, 
directs that available income “shall be de- 
voted perpetually for educational and char- 
itable purposes in the City of Cleveland.” 
White, prominent Cleveland industrialist, 
died in June, 1914. 





INDIANA 


Elkhardt—RALPH A. HILLMAN was 
advanced from auditor to assistant trust 
officer of the First National Bank. He 
succeeds Mrs. Nellie Eshleman, retired af- 
ter 23 years of service to the bank. Mr. 
Hillman is a graduate of the American In- 
stitute of Banking. 


MARYLAND 


Baltimore—HARVEY L. HALL was re- 
cently elected trust officer of the Fidelity 
Trust Company. He was formerly vice 
president and trust officer of the Colonial 
Trust Company of Baltimore which has 
been in liquidation since last December, 
some of its assets and liabilities having 
been taken over by the Fidelity Trust Com- 
pany. 

MINNESOTA 


Duluth—HERMAN C. MATZKE, vice 
president of the City National Bank, was 
recently elected president. He fills the va- 
cancy created by the death of the late 
Henry S. Macgregor. Mr. Matzke was 
president of the Minnesota Bankers Asso- 
ciation in 1937-1938. 


Duluth—VERNON K. FALGREN was 
recently elected assistant trust officer of 
the First and American National Bank. 


NEW YORK 


Massena—C. J. WARD was recently ad- 
vanced from secretary and treasurer of the 
Massena Banking and Trust Company to 
executive vice president and treasurer. Mr. 
Ward, who has 
been associat- 
ed with the 
bank for the 
past 20 years, 
succeeds Har- 
ry W. Clarke, 
recently 
resigned as 
vice president 
and trust of- 
ficer. 


New York— 
JOON £E. 
BIERWITH 
was recently 
elected presi- 


Fabian Bachrach 
dent of the . ae! 


JOHN E. BIERWITH 
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Personnel Changes in Trust Institutions 


New York Trust Company to succeed Ar- 
temus L. Gates, whose resignation was ac- 
cepted following Mr. Gates’ confirmation by 
the Senate, as Assistant Secretary of the 
Navy for Aeronautics. Mr. Bierwith has 
been a vice president of the bank for near- 
ly twelve years and has been active in all 
phases of its business. He is a director of 
the Consolidated Gas and Electric Com- 
pany of Baltimore, of the Pennsylvania 
Dixie Cement Company, of the Bridgeport 
Brass Company, and a number of other 
corporations. 


OREGON 


Portland—SUMNER DEITRICK, who 
has been connected with the Oregon State 
Banking Department for many years and 
since 1935 has been assistant superin- 
tendent of banks, has been appointed act- 
ing controller in the trust department of 
the United States National Bank, where 
he will serve under Major Robert M. Alton, 
vice president and trust officer. NORMAN 
L. PETERSON, formerly assistant trust 
officer in charge of the Santa Barbara 
(Calif.) branch of the Security-First Na- 
tional Bank of Los Angeles, has been ap- 
pointed to a position in the probate section 
of the trust department, where he will 
specialize in probate and tax work. 


TEXAS 


Houston—ROSS P. BENNETT and A. 
J. HEINZE were recently advanced from 
assistant trust officers to trust officers of 
the Houston Land and Trust Company. 

Houston — 
R. L. BLAF- 
FER was re- 
cently elected 
chairman of 
the board of 
the South Tex- 
as Commercial 
National 
Bank, succeed- 
ing the late 
James. Baker. 
Mr. Blaffer re- 
cently retired 
as chairman 
and treasurer 
of Humble Oil 
Refining Co. 


New president, 
Merchants Natl. Bank, Mobile 
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Trust Institution Briefs 


Anderson, Ind. — J. Harrison McLain, 
trust officer of the Anderson Banking Com- 
pany, has been elected a director of the 
Summitville (Ind.) Bank and Trust Com- 
pany. 

Joplin, Mo.—The First National Bank of 
Joplin was recently granted trust powers, 
according to an announcement by the 
Board of Governors of the Federal Reserve 
System. 

New York, N. Y.—At a special meeting 
of the stockholders of the Manufacturers 
Trust Company approval was given for the 
Merger Agreement dated August 4, 1941, 
providing for the merger of the Mortgage 
Corporation of New York into the Manu- 
facturers Trust Company. 

Syracuse, N. Y.—The Merchants Nation- 
al Bank and Trust Company has moved its 
trust department into new and convenient- 
ly located quarters in the high-ceilinged 
second-floor room in the Northeast corner 
of the University block. The room, which 
has a place in the banking and financial 
history of Syracuse, has been renovated and 
newly furnished. It was the home of the 
old Commercial National Bank. Business 
of the trust department continues to in- 
crease steadily. Last year the department 
instituted an advisory service, providing 
customers with assistance in handling their 
investments and other property. 

Chattanooga, Tenn.—The Hamilton Na- 
tional Bank recently celebrated the opening 
of its handsome new quarters, modernized 
at the cost.of $400,000. A two story ceiling 
in the main banking room impresses the 
observer with an atmosphere of light, air 
and spaciousness. 


Civic Notes 


Birmingham, Ala.—A. Key Foster, vice 
president and assistant trust officer of the 
Birmingham Trust and Savings Company, 
was recently appointed Alabama director 
of the Civilian Technical Corps. This is a 
non-military body providing opportunities 
for American technicians to serve Britain 
without forfeiting their American citizen- 
ship, 

Fort Smith, Ark.—W. H. Johnson, vice 
president and trust officer of the Mer- 
chants National Bank, will serve as chair- 
man of the Arkansas advisory committee 
of the Farm Security Administration. 
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Boston, Mass.—Ralph M. Eastman, vice 
president of the State Street Trust Com- 
pany, is chairman of the Massachusetts 
U. S. O. Committee. 


Newark, N. J.—Horace K. Corbin, pres- 
ident of the Fidelity Union Trust Company, 
and Carl K. Withers, president of the Lin- 
coln National Bank, are the two Newark 
bankers recently appointed by Mayor Vin- 
cent J. Murphy to make a study of the 
city’s debt structure and recommend sim- 
plification and possible savings. 


Salisbury, N. C.—Ernest H. Woodson, 
assistant cashier and trust officer of the 
First National Bank, has been elected pres- 
ident of the Salisbury Rotary Club for the 
1941-42 club year. 


In Memoriam 


Livingston Jones 


Livingston Erringer Jones, president of 
the First National Bank of Philadelphia, 
died recently at the age of 63. Mr. Jones, 
long an outstanding figure in local banking 
circles, had been president of the bank since 
1922. He was a director of several: finan- 
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cial and commercial enterprises, and in 1931 
was chosen as the representative of his Fed- 
eral Reserve District to serve on the Board 
of Directors of the National Credit Corpora- 
tion, a huge credit pool, formed at the sug- 
gestion of President Hoover, to serve finan- 
cially distressed banks. 


Clement Scott 


Clement Scott, lawyer and director and 
vice president in charge of the trust de- 
partment of the Hartford-Connecticut Trust 
Company, died recently at the age of 60. 
Mr. Scott, who was very active in civic and 
educational affairs, entered banking several 
years ago after being with several law firms 
in New York and Hartford. He was trus- 
tee of a number of Connecticut educational 
institutions, among them the famed Con- 
necticut College for Women. 


Florrimon M. Howe 


Florrimon M. Howe, president of the In- 
dustrial Trust Company of Providence, R. I. 
for the past 17 years, died recently at the 
age of 62. Mr. Howe held directorships in 
a number of banking and financial institu- 
tions and was a Rhode Island member of the 
stockholders’ advisory committee of the Fed- 
eral Reserve Bank of Boston. 


Nelson C. Denny 


Nelson C. Denny, who retired on May 1 
as vice president in the trust department 
of the Fidelity-Philadelphia Trust Company, 
after fifty-six years of service with that 
institution, died recently at the age of 71. 
Mr. Denny was active in the work of the 
Corporate Fiduciary Association of Phila- 
delphia and was director of a number of 
industrial corporations of that city. 
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Charles Keep 


Charles Hallam Keep, former president 
of the Knickerbocker Trust Company of 
York Harbor, Me., and later chairman of 
the board of the Columbia Trust Company 
and assistant secretary of the treasury un- 
der President Theodore Roosevelt from 1903 
to 1907, died recently at the age of 80. Born 
in New York, Mr. Keep practiced law for 
18 years before accepting the treasury ap- 
pointment. In 1907 Governor Charles E. 
Hughes appointed him New York State 
Superintendent of Banks. 


William Endicott 


Widely known as one of Massachusetts 
leading philanthropists and for many years 
chairman of the board of the New England 
Trust Company of Boston, William Endi- 
cott died recently at the age of 76. He was 
a director of several corporations and 
served as trustee of many Boston hospitals. 


, 


David I. Parkinson 


David I. Parkinson, vice president in the 
trust department of the Union Trust Com- 
pany of Pittsburgh, died recently after a 
major operation. He had been with the 
bank for 28 years. 


James A. Rigby 


James Arthur Rigby, president of the 
Citizens National Bank and Trust Company 
of Mansfield, Ohio, died recently at the age 
of 81. He had served the bank for 37 years 
and was the city’s oldest bank head in years 
of service. 


Henry A. Rentschler 


Henry Adam Rentschler, chairman and 
president of the Citizens Savings Bank and 
Trust Company of Hamilton, Ohio, which 
he helped to found, died recently at the age 
of 75. Mr. Rentscheler was also a prom- 
inent industrial figure in Ohio’s Miami Val- 
ley. 

rT) 


Enders Names Connecticut Trust 
Committee 


Committee appointments for the Con- 
necticut Bankers Association were recently 
announced by Ostron Enders, vice president 
of the Hartford National Bank and Trust 
Company and president of the Association 
for the coming year. As head of the Trust 
Committee, Mr. Enders appointed Harold 
E. Rider, trust officer of the Stamford Trust 
Company, to serve for the ensuing year. 
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WE SPECIALIZE... 


. . . in studying and marketing real estate for financial 


institutions. 


Over two hundred leading banks and trust companies 
have retained us to supplement the work of their real 
estate departments on the solution of difficult real estate 


problems. 


Does your institution—or any of its trusts—hold title to 
unwanted estates, farms, or industrial property located in 
any section of the country? 


PREVIEWS INCORPORATED 
THE NATIONAL REAL ESTATE CLEARING HOUSE 
342 Madison Avenue 
NEW YORK 


BOSTON 
50 Congress Street 


The Booklet Shelf 


Trusts—This booklet, entitled “What a 
Trust Can Do,” is issued by the State Street 
Trust Company of Boston, Mass. It ex- 
plains several types of trusts and the ad- 
vantages of creating them to protect and 
improve capital in its various forms. It is 
addressed to the layman and is part of the 
bank’s program to educate the public in the 
matter of wills and estates. 

Taxes—This latest Monthly Market Let- 
ter discusses taxes and their impact on the 
1941 earnings of 122 companies. It dis- 
cusses the inroads which taxes made on in- 
creased earnings in 1940 and the prospects 
for net earnings after taxation in 1941. A 
table is set up for these companies, divid- 
ing them into groups according to how they 
are situated taxwise for 1941. 

Minimizing Taxes—This latest quarterly 
tax letter, published by Lowe and Wright, 
Tax Consultants of Baltimore, is available 
for exclusive distribution by banks and 
trust companies in their respective commun- 
ities. It discusses the Treasury’s pro- 
posed increased estate and gift taxes and 


PHILADELPHIA 
1518 Walnut Street 111 W. 


10S ANGELES 
Seventh Street 


that Department’s new regulations chang- 
ing radically the method of taxing life in- 
surance policies under the Federal Estate 
Tax. A number of decisions, one on the 
deductibility of bonus reserves and others 
on the taxability of accumulated income 
and the valuation of close corporation se- 
curities, are also cited. 


Common Trust Funds—This booklet, pre- 
pared by Robert S. Walker, vice president 
and trust officer of the Colonial Trust Com- 
pnay of Waterbury, was distributed at the 
recent Connecticut Trust Conference and 
contains a list of basic questions and an- 
swers on the common trust fund. 

Investment Decisions—Titled “Broaden- 
ing the Basis for Your Investment Deci- 
sions,” this booklet, published by the First 
National Bank of Chicago, endeavors to 


‘show just how this may be done and how 


this condition will result in better invest- 
ment decisions. It’s a statement of the 
bank’s policy and procedure regarding the 
operation of a supervised agency account. 


These booklets are offered without charge or obliga- 
tion. Write to Trusts and Estates for those desired. 
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Trust Programs For Tax Savings 


Delaware levies no personal property, 


resident 


non- 


income or corporate income taxes. 


Delaware’s Professional Trustee For Fifty-six Years 


Death and Taxes 


DAVID DODGE: MacMillan Co., New York 1941; 
$2.00. 


It is always news when a member of the 
financial fraternity shows his alter ego in 
public. The author, a successful tax con- 
sultant of San Francisco, provides here not 
a complicated compilation of corporeal con- 
tingencies, but a full-blown mystery story, 
racy and risque, of the T. B. M. Centering 
around an accountant’s office, it is replete 
with estate affairs, even features tax re- 
funds and a business insurance trust (p. 55) 
and shows what may happen to the unsus- 
pecting executor involved in the machina- 
tions of tax evasion—i.e. if he gets in the 
wrong company. 


———— 


Democracy & Finance 


WILLIAM O. DOUGLAS. Yale Univ. Press 


1940; 296 pps. $3.00. 


Basic philosophy behind the Securities & 
Exchange Commission functions—especially 
as to reorganizations—is set out in this 
collection of addresses and statements of 
the former commissioner, now a Justice of 
the Supreme Court. Needs for protection 
of the public from the “social irresponsibil- 
ity” and of impotent stockholders from the 
“concentrated power” of the so-called “in- 
trenched” group of corporate rulers are out- 
lined. Governmental regulation and con- 
trols appear to the author as the solution, 
rather than protection of the majority of 
honest, able directors from the aggrandiz- 
ment of the “unholy few” who are cited as 
a self-perpetuating corps with considerable 
justice. 

Suggestions as to greater responsibility 
of trustees and creation of coordinating 
agencies to represent investors and make 
findings on a business rather than purely 


legal basis are constructive, and are urged 
to break down the conflicting interests us- 
ually obtaining in corporate management 
from time of underwriting through reor- 
ganization. It is to be regretted that the 
very able author has not been able to pre- 
sent more concrete studies and recommenda- 
tions of trustees’ and committees’ duties and 
make-up, for the wrongs he cites have often 
and truly been at a great price to investors 
and to public confidence in the private en- 
terprise system. Emphasizing the “curse 
of bigness”—which seems to be a boon in 
this defense economy and a natural con- 
commitant of the mass production which has 
made America the great power—the book 
is concerned with adverse criticism almost 
to the exclusion of concrete and construc- 
tive programs for instilling democracy in 
finance and business; thus, however, point- 
ing the way to situations which need cor- 
rection not alone by government but also 
by private initiative. 


a, 


Bank Management Controls 


H. N. STRONCK. Rand McNally & Co., Chicago. 
252 pp. $5. 


This valuable volume outlines methods for 
setting up and operating a system of con- 
trols which is designed to enable administra- 
tive heads to maintain a check on every 
function of every department in a bank. 
Starting with a discussion of how manage- 
ment controls are related to the obligations 
of directors and administrative heads, it 
details the general mechanics of setting up 
a control system. There are two chapters 
specifically on trust department controls. 

As a former bank president, and en- 
gaged in establishing systems for indi- 
vidual banks, Mr. Stronck lends the au- 
thoritativeness of experience to his practi- 
cal suggestions. 
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When Should Trustee Seek Court Advice? 


Typical Instances of Growing Tendency 
to Obtain Instructions in Advance 


HON. DUDLEY C. MONK 
Trust Officer, Security-First National Bank of Los Angeles, at Pasadena, Calif. 


N the course of his administrative 

acts, the Trustee is constantly en- 
countering situations which raise ques- 
tions as to his powers. his duties, his 
rights, and the meaning of the instru- 
ment under which he acts. When can 
the Court, or put another way, when 
does it have jurisdiction to, assist him 
in resolving these uncertainties? 


On the question of jurisdiction con- 
sider these expressions of the courts: 


“Equity has jurisdiction in all matters 
in relation to trust estates and may direct 
the conduct of trustees in their dealings 
with property which is held or controlled 
by a trustee and may adjudicate the 
rights between trustees and beneficiaries 
of the trusts.”—Campbell v. Vining, 133 
So. 555, 101 Fla. 939. 


The Court in City Bank Farmers Trust 
Co. v. Smith, 263 N.Y. 292, 189 N. E. 
222, 93 A.L.R. 598, 600, said: 


“Even though the courts may have 
power to control the action of a trustee 
by instruction or advice, such power may 
be invoked by the trustee only where, 
upon established equitable principles, in- 
structions or directions are required for 
his protection and the discharge of his 
trust. Trustees are not entitled to in- 
structions with reference to questions re- 


where the trustees were authorized to 
exercise their discretion with reference 
thereto.” 


In Collins v. Morgan County National 


Bank, 226 Ala. 376, 147 So. 161, 163, the 
Court declared: 


“Whenever there is any bona fide doubt 
as to true meaning and intent of pro- 
visions of the instrument creating the 
trust, or as to the particular course which 
he ought to pursue, the Trustee is al- 
ways entitled to maintain a suit in equity 
at the expense of the trust estate, and 
obtain a judicial construction of the in- 
strument and directions as to his own 
conduct.” 


Need Not Act at Peril 


N his comprehensive work on trusts, 
Scott says: 


“A Trustee is not compelled to act at 
his peril in the administration of the 
trust. He need not act first and discov- 
er later whether his act was in breach 
of trust. He is entitled to the instruc- 
tions of the Court as a protection. The 
Trustee can properly pay out of the trust 
estate, the costs incurred in the applica- 
tion to the Court for instructions if he 
acted reasonably on making application 
to the Court.” (Vol. 2, p. 1465.) 


If the Trustee goes beyond his powers 


lating to the administration of a trust or otherwise violates his duties, the fact 


821 
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that he does so under a mistake of law 
would not protect him against claims of 
beneficiaries. The only way he can 
avoid this hazard is to obtain instruc- 
tions from the court in such actions. 

However, instructions will not be given 
where there is no reasonable doubt as 
to the Trustee’s duties and powers, or 
on questions which have not arisen or 
may not arise. 


Mulcahy v. Johnson, 80 Colo. 499, 252 
Pac. 816; Wilmington Trust Co. v. Blades, 
20 Del. Ch. 98, 171 Atl. 757; Fly v. Jones, 
283 Mass. 136, 186 N. E. 64; Boyden v. 
Stevens, 285 Mass. 176, 188 N. E. 741; 
Campbell v. Spotts, 331 Mo. 974, 55 S. W. 
(2d) 986; Matter of DeWitt, 139 Misc. 
138, 247 N. Y. Supp. 835. Vol. 2 Scott, 
p. 1465. 


“There must also be a real need that 
the Trustee’s doubts be solved. Thus or- 
dinarily the courts will not instruct a 
Trustee as to the proper distribution of 
a fund which has not come into his hands 
or when the time for distribution is in- 
definite or far in the future. A court 


will not advise a Trustee as to things al- 


ready done by him but will only instruct 
him as to things he may be called upon 
to do in the immediate future. Nor will 
a court of equity aid a Trustee by con- 
struing a trust created by statute and 
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imposing specific duties . . .” Vol. II 
Perry on Trusts & Trustees, p. 811, 812, 
813. 


If, after full disclosure by the Trustee 
and in the absence of fraud, the Court 
gives instructions, the trustee may act 
upon them and be protected. In re Rior- 
dan’s Trusteeship, 216 Iowa 1138, 248 
N.W. 21 (1933); McAllister v. Elliot, 
83 N.H. 225, 140 Atl. 708 (1928). The 
determinations so made by the Court 
become res adjudicate. 


Specific Illustrations 


E may particularize these general- 

izations by enumerating some of 
the Trustee’s problems upon which the 
Court’s advice has been given: 


1. Shall the Trustee sue, compromise 
or arbitrate a claim? 


Where a trustee is in doubt as to 
whether he should sue on, compromise, 
or submit to arbitration, claims on be- 
half of the trust estate, the court has 
power, on the trustee’s application for 
instructions, to approve compromise or 
arbitration agreements beneficial to the 
trust. Bennett’s Guardian v. Cary’s Ex- 
ecutor, 210 Ky. 725, 276 S. W. 818; But- 
ler v. Butler, 180 Minn. 134, 230 N.W. 
575. 


“Moreover, the Court may approve or 
ratify such an agreement after it is made 
if it would have authorized the agree- 
ment, even though it may have been be- 
yond the power of the Trustee without 
the approval of the Court to make such 
an agreement.” 2 Scott 1046, Sec. 192. 


2. Shall the Trustee exercise a discre- 
tionary power? 


“If there is a standard by which the 
reasonableness of the exercise of the 
Trustee’s discretion can be tested, the 
Court will control the exercise of his dis- 
cretion if, but only if, he acts beyond 
the bounds of a reasonable judgment. 
If the Trustee abuses his discretion in 
refusing to terminate the trust, the court 
will compel the termination of the trust.” 
3 Scott 1826, Sec. 334.1. 


3. Shall the Trustee lease where not 
expressly authorized? 


In many instances it is necessary for 
the trustee to give a lease whose term 
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may extend beyond the period of the 
trust, but the instrument is either silent 
on the subject or expressly forbids such 
leasing. In such situations, trustees 
have successfully petitioned the Court 
for authority to execute longer term 
leases. See Lindenberger v. Kentucky 
Title Trust Co. 270 Ky. 579, 110 S. W. 
(2d) 301; Marsh v. Reed, 184 Ill. 263, 
56 N. E. 306; 3 Bogert, Trusts and Trus- 
tees 1787. 


This authority is granted under the 
principle that a trustee will be permitted 
to deviate from the terms of the trust 
where owing to circumstances unknown 
to the settlor and not foreseen by him, 
compliance would defeat or substantially 
impair the accomplishment of the pur- 
poses of the trust. However, the court 
will confer this authority only where it 
is essential in order to make the property 
properly productive, or where desirable 
tenants at a reasonable rental cannot 
otherwise be secured. See 2 Scott on 
Trusts, p. 1017, Sec. 189.4. 


4. Shall the Trustee sell, where not 
expressly authorized? 

Where, owing to circumstances which 
have arisen subsequent to the creation 
of a trust, retention of the original trust 
property would be highly disadvantage- 
ous to the beneficiaries, a power to sell 
such property has often been granted by 
equity. Will of Stack, 217 Wis. 94, 258 
N. W. 324; 3 Bogert, Trusts and Trus- 
tees 1802. 


5. When Trustees Disagree. 


Where two co-trustees disagree as to 
action to be taken, for example with 
respect to the retention of specific in- 
vestments, both would be liable for a 
breach of trust occasioned by failure to 
take the proper step. Matter of Gar- 
land, 159 Misc. 333, 287 N. Y. Supp. 918. 
In such a case it is the duty of one trus- 
tee to apply to the court for instructions. 
2 Seott 1056, Sec. 194. 


If a trustee should seek instructions 
of the Court in the event of disagree- 
ment, the Court must first determine 
whether either course of action would 
constitute a breach of trust. Thus, in 
Mercantile Trust Co. v. Stugard, Balti- 
more (Md.) Daily Record, Dec. 23, 1938, 


Have you a 
School Problem? 


Consult the School Bureau of Harpers 
Magazine (est. 1908). It will gladly 
advise you in the selection of a school, 
junior college or college. There are no 
fees. When requesting information, give 
full details. Address 


SCHOOL BUREAU 
Harpers Magazine, 49 E. 33 St., New York 


the corporate trustee petitioned for in- 
structions as to what proportion of a 
single originally received security should 
be retained. 


The investment amounted to 70% of 
the total estate. The corporate trustee 
was of the opinion that this percentage 
was too high. The co-trustees opposed 
any sale. In its opinion, the court held 
that, in the absence of any mismanage- 
ment or breach of trust, it had no jur- 
isdiction over the administration of the 
trust, and that retention of the security 
in issue was not a breach of trust. 


6. Can Trustee deviate from trust? 


There are numerous situations in 
which a Court may authorize a trustee to 
deviate from the terms of the trust. 
(Cf. discussion numbers 3 and 4, supra). 
One of the most frequent is where in- 
come is directed to be accumulated for 
a beneficiary, or he is entitled to income 
and ultimately the principal. If the 
beneficiary should be in need, the court 
may permit the income and even part of 
the principal to be applied to his nec- 
essary support. Pearce v. Pearce 199 
Ala. 491, 74 So. 952; Commonwealth 
Title Insurance & Trust Co. v. Equit- 
able Trust Co., 14 Del. Ch. 348, 127 Atl. 
504; Zinsmeister’s Trustee v. Long, 250 
Ky. 50, 61 S. W. (2d) 887. 


Other cases in which deviation was 
permitted include Price v. Long, 87 N. J. 
Eq. 578, 101 Atl. 195 (stock in decedents’ 
business was to be retained; sale allowed 
because change in business conditions 
had reduced its value); Burroughs v. 
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Gaither, 66 Md. 171, 7 Atl. 243 (power 
to mortgage trust property granted) ; 
In re New, [1901] 2 Ch. 534 (deviation 
from investment restrictions). 


For further discussion of deviation 
see: 2 Scott, Sec. 167; 3 Bogert, Sec. 
562; 31 Colum. L. Rev. 852; 23 Calif. L. 
Rev. 86; 34 Mich. L. Rev. 897; 44 Har- 
vard L. Rev. 1025. 


7. What is the proper interpretation 
of the Trust Instrument? 


If the trustee is in doubt as to the 
interpretation of the instrument, he can 
protect himself by obtaining instructions 
from the court. Restatement of the Law 
of Trusts, Sec. 201. This is not intended 
as a substitute for legal advisers but to 
protect trustees where the advice of com- 
petent lawyers is not sufficient protection, 
because of the doubtful meaning of the 
trust instrument or because of uncer- 
tainty as to the proper application of 
the law to the facts of the case. II Perry 
on Trusts and Trustees, (7th ed.) Sec. 
476-a. 


Seek Advice Where Appropriate 


HE instances of application to the 

court for instructions could be mul- 
tiplied, but the philosophy of equity’s 
supervision is indicated by the examples 
shown. 

In conclusion, it appears that a Trus- 
tee “need not act first and discover later 
whether his act was in breach of trust.” 
He is entitled to the Court’s interpreta- 
tion of the trust instrument, and to in- 
structions as to the extent of his powers 
and duties, as to who are beneficiaries 
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and the extent of their interests; as to 
the respective rights of life tenants and 
remaindermen; as to the exercise of cer- 
tain discretions, and as to the dissents 
of Co-Trustees. 


There seems to be a growing tendency 
on the part of Courts to give instruc- 
tions in regard to matters which in earl- 
ier years a trustee hesitated or even 
feared to bring to the court’s attention. 
Today, therefore, trustees should feel 
more free than ever before to seek court 
advice in appropriate situations. Prop- 
erly presented, their questions will be 
answered before it is too late. 


Practicing Law Course on Wills 
and Estates 


Beginning September 29, and continuing 
for eleven Mondays thereafter (excluding 
October 13), a series of lectures on current 
problems in wills and estates will be given 
by the Practising Law Institute, of 150 
Broadway, New York. A non-profit edu- 
cational institution for lawyers, chartered 
by the State Board of Regents, the Insti- 
tute has for years been offering these lec- 
tures by experts in the many phases of 
fiduciary law. The topics scheduled for 
the coming weeks, in the following order, 
are: 


Powers 
Leach 

New York Estate Taxes — Jerome N. 
Hirsch 

Closely Held Stocks—J. Hutton Hinch 

Principal and Income Problems—Logan 
Fulrath 

New York Rule against Perpetuities — 
Richard R. Powell 

Revocation of Trusts—Joseph Tracht- 
man 

Section 18 of Decedent Estate Law — 
James N. Vaughan 

Creditors’ Rights in Life Insurance — 
Albert Hirst 

Drafting Wills and Trusts — Sydney G. 
Soons 

Administration of Real Property — Har- 
rison Tweed 

Allowances of Attorneys’ Fees, Costs and 
Commissions—Ralph Guttchen 

Testamentary Annuities — Jule E. 
Stocker 

Admission fees are only $2.50 per lecture 
or $20 for the twelve. 


of Appointment—W. Barton 
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Estate and Trust Assets in Safe Deposit Boxes 


Clarifying Rights of Access of Fiduciaries and Their Agents 


JAMES A. McBAIN 
Assistant Treasurer, The Chase Safe Deposit Company, New York City 


NDER wills and trust agreements 

certain express powers are vested 
in fiduciaries. Unfortunately, from the 
standpoint of safe deposit management, 
rarely do these powers cover safe de- 
posit arrangements. As a result, the 
matter of access to boxes containing 
estate and trust property is a common 
problem of vault officials. And neither 
legal advice nor judicial opinion com- 
pletely clarifies the position of the de- 
positary. 


Some attorneys contend that safe de- 
posit arrangements by a fiduciary are 
ministerial acts. These attorneys may 
advise banks and safe deposit compan- 
ies that they may allow trustees to ar- 
range for access to a safe by less than 
all of their number, even though the 
will or trust deed does not so provide. 
Moreover, they may say a trustee or 
group of trustees or an administrator 
or executor may deputize other persons 
for access to such boxes. Attorneys 
holding this view with respect to trus- 
tees may point to the case of Clifford v. 
United States Trust Company (203 App. 
Division, 160, N. Y.). 


Delegation by Fiduciaries of Right 
of Access 


N that instance, by the terms of a 

testamentary trust, the trustees were 
required to deposit trust funds with the 
defendant bank. The bank issued a cer- 
tificate of deposit in the names of the 
trustees as such. The judgment was 
ordered for the defendant bank, the 
court being of the opinion that depos- 
itaries of trust funds are not bound to 
inquire into the terms of the trust and 
are not liable for any acts of trustees in 
violation of trust agreements. Although 
there was no safe deposit box involved 
in this case, some attorneys feel that 


it has an important bearing upon the 
matter of safe deposit access by fidu- 
ciaries. 

So far as deputies of executors are 
concerned it is believed by a few at- 
torneys that the case of West v. State 
Street Exchange (205 Mass. 587) lays 
down a rule of law whereby the ap- 
pointment of deputies by executors may 
be accepted by organizations renting 
boxes to executors. It is their conten- 
tion that such appointments may be ac- ° 
cepted without the depositary becom- 
ing liable to the estate for the loss of 
any property due to any wrongful ac- 
cess or misappropriations by such 
deputies. In the case cited the defen- 
dant permitted access to a safe deposit 
box by an attorney-in-fact named by the 
executors and the court held that the 
defendant was not liable for any mis- 
appropriation of securities by the depu- 
tized person. 

The conventional rule in some juris- 
dictions is that, whereas one executor 
can usually act alone, all trustees must 
act together unless the thing to be done 
is a ministerial act. Nevertheless, there 
are many attorneys who are unable to 
convince themselves that the safe cus- 
tody of securities which may form the 
corpus of an estate is but a ministerial 
act. 


Two Safeguards for Depositaries 


T would seem from the foregoing that 

a strong argument can be advanced 
in support of the proposition that trus- 
tees may agree among themselves to 
delegate the right of access to one or 
more of their number; also that execu- 
tors or trustees may delegate this right 
to deputies if the will or trust agree- 
ment from which the fiduciaries derive 
their authority is silent on the point. 
We are not aware of any specific case 
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which squarely placed liability upon a 
bank or safe deposit company for any 
misuse of estate assets kept in a safe 
deposit box to which a fiduciary’s agent 
had been permitted access. 

From the standpoint of the bank or 
safe deposit company the question 
therefore often resolves itself into the 
usual business risk, provided (1) that 
written consent of all the fiduciaries is 
obtained, and (2) that the bank or safe 
deposit company reviews the trust in- 
strument to satisfy itself that there is 
no provision therein which specifically 
or inferentially prevents such action. 

With regard to obtaining written con- 
sent from fiduciaries in the matter of 
safe deposit arrangements it is interest- 
ing to note that Article 23, dealing with 
corporations, in the Annotated Code of 
Maryland, Section 292, reads as fol- 
lows: 


“No safe deposit company .. . shall 


permit entry or access to be made by one 
of any two or more co-trustees, co-execu- 
tors or administrators, or other joint 
fiduciaries, to whom it shall have rented 


a safe or box ... nor permit such entry 
or access in such cases to be made other- 
wise than by all of such lessees in per- 
son, their survivors or successors; nor, 
where such safe or box is rented to a 
single trustee, executor, administrator or 
other fiduciary for such purpose, permit 
such entry or access, otherwise than by 
such trustee or other fiduciary in person 
or his successors; provided, however, that 
where it is otherwise stipulated in writ- 
ing in the lease of such box or safe, 
signed by all of such lessees, or where a 
written power of attorney or other writ- 
ten authority is filed with such company, 
signed by all the lessees, or by the one 
or more conferring such power on the 
other or others, authorizing such entry 
and access by one or more of their num- 
ber, or by a deputy therein duly named 
and authorized, then in such cases entry 
may be permitted in accordance with the 
provisions of such written lease or au- 
thority.” 


Here it can be seen that there is 
specific provision in the state law mak- 
ing it permissible for safe deposit com- 
panies or other organizations renting 
boxes in that state, if they so wish, to 
provide for access arrangements for 
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fiduciaries by contract without neces- 
sarily insisting upon joint access by all 
fiduciaries. While a similar statute 
may not be suggested for enactment in 
other states, yet the idea of obtaining 
written authority from fiduciaries may 
be considered an advisable policy. 


Discretionary Powers of Fiduciaries 
Cannot be Delegated 


HILE it is generally accepted that 

executors, as such, may be per- 
mitted the right of individual access, 
still it is pointed out that there may be 
restrictions in wills which would re- 
quire the presence of all executors. This 
opinion is held even by attorneys who 
realize the practical impossibility in- 
volved in compliance in many instances 
where sound reasoning would indicate 
the advisability of making some kind 
of arrangements by and with fiducia- 
ries whereby they can administer es- 
tates without too many restrictions on 
the physical handling of assets under 
their control. Yet there still remains 
the unmeasurable liability which might 
be placed on a depositary in the event 
that it did not observe the conventional 
rule that discretionary powers of fidu- 
ciaries cannot be delegated. 


Fiduciaries and their attorneys fre- 
quently contend that observance of this 
rule on the part of depositaries is un- 
reasonable. However, when such at- 
torneys are asked what their opinion 
might be if they were acting as counsel 
for the depositaries, their reply is that 
then they would be inclined to advise 
whatever course would provide the 
maximum of protection to the deposi- 
tary. 


Despite the general rule of law that 
trustees must act jointly in discretion- 
ary matters, in New York at least there 
is no direct application of this rule to 
the ordinary custody of property of any 
estate which might be in safe deposit 
boxes. However, it is interesting to 
note that Section 228 of the Surrogate’s 
Court Act reads as follows: 


“Where two or more co-executors or 
co-administrators disagree, respecting 
the custody of money or other property 
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of the estate; or two or more testamen- 
tary trustees, or guardians of the prop- 
erty disagree, respecting the custody of 
money or other property, belonging to a 
fund or an estate which is committed to 
their joint charge; the surrogate may, 
upon the petition of either of them or of 
a creditor or person interested in the 
estate, and proof, by affidavit, of the 
facts, make an order, requiring them to 
show cause, why the surrogate should 
not give directions in the premises. Upon 
the return of the order, the surrogate 
may, in his discretion make an order. 
directing that any property of the estate 
or fund be deposited in a safe place, in 
the joint custody of the executors, ad- 
ministrators, guardians, or testamentary 
trustees, as the case requires or subject 
to their joint order; or that the money 
of the estate be deposited in a specified 
safe bank or trust company, to their 
joint credit, and to be drawn out upon 
their joint order.” 


The foregoing includes mention of 
“testamentary trustees” and it might be 
assumed, that unless there is a dis- 
agreement, the Surrogate will not direct 


joint custody. However, in the absence 
of any knowledge to the contrary and 
in view of the general rule respecting 
trustees, the safe depositary ought to 
be on the side which affords the maxi- 
mum protection. 


Solve Problem by Will 


HE one obvious solution of the de- 

positary’s problem is the one usually 
overlooked by the draftsman of a will 
or trust agreement. If the document 
is silent on the point of access, deposi- 
taries which follow the rule that ac- 
cess to a box is a discretionary power 
will question the right of the fiduciary 
or fiduciaries to delegate that power 
before taking the practical] risk of per- 
mitting such delegation. 


While it is true that a will or trust 
agreement does not need to express all 
the powers of a fiduciary, since many 
of them may be implied, yet for the pro- 
tection of all parties concerned and to 
facilitate the handling of the estate af- 
fairs, the inclusion of.a pertinent para- 
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graph in the will.or trust deed would 
be a simple and effective solution of the 
entire problem. If there is more than 
one trustee, such a paragraph could 
clearly state what the powers of the 
trustees are with respect to joint ac- 
cess. Moreover, it could express the 
intention of the testator or creator of 
the trust with respect to the rights of 
any executor or trustee to delegate the 
right of access to a safe deposit box to 
other persons. The instructions should 
be specific and should mention safe de- 
posit boxes. 


Where a co-trustee arrangement 
exists and one of the trustees is a corpo- 
rate trustee, it is generally taken for 
granted that the corporate trustee may 
have custody of the securities. Where 
there is to be a co-trustee arrangement 
with only individuals named as trus- 
tees, it certainly cannot be taken for 
granted that one or less than all of the 
trustees may have sole custody or ac- 
cess or may delegate such*authority to 
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persons not authorized under the in- 
strument of trust to act, unless the 
trust instrument contains some lan- 
guage vesting such power accordingly. 


Bar-Trust Committee Organized 


The Joint Committee of lawyers and trust 
officials, appointed by the Oregon State Bar 
and the Trust Companies Association of 
Oregon for the purpose of supervising the 
activities of trust companies and lawyers 
in relation to each other and to the public, 
held its organization meeting recently, at 
which Sidney Teiser of Portland was chosen 
Chairman, and John L. Day, Jr., also of 
Portland, was elected Secretary. Others on 
the Committee are: J. J. Crossley, Portland, 
and A. K. McMahon, Albany, who with the 
Chairman represent the Oregon State Bar; 
and Lorne L. Miller and Robert M. Alton, 
both of Portland, who with the secretary 
represent the Trust Companies Association. 

Prior to this meeting, David Simpson of 
Portland was chosen by these men as the 
seventh member of the Committee, to repre- 
sent the public. 


“This seven-man committee,” said Chair- 
man Teiser, “will hear and decide all ques- 
tions which may arise between trust com- 
panies, lawyers and the public in relation 
to trust matters, including administration 
of decedents’ estates, and it may render ad- 
visory opinions on questions which are sub- 
mitted to it by trust companies, lawyers or 
the public, where the determination of such 
guestions would prevent a _ controversy 
which might otherwise arise. The Oregon 
State Bar and the Trust Companies Asso- 
ciation have agreed as to their members 
that such determination should be final, in 
accordance with a Code of Principles or 
Ethics which has recently been adopted by 
joint action of the Oregon State Bar and 
the Trust Companies Association of Ore- 
gon.’’* 

“It is believed,” said the Chairman 
further, “that the work of the Committee 
will result in a harmonious relationship be- 
tween lawyers and trust companies and will 
relieve the friction which has existed here- 
tofore between these two groups and will 
be of inestimable benefit to such of the 
public as may become involved in a trust 
relationship.” 

Regular meetings of the Committee will 
be held monthly and special meetings when 
necessary. 


*See June 1941 Trusts and Estates 659. 
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Is Specific State Legislation On 
Common Trust Funds Necessary? 


N view of the growing interest in the 

establishment of common trust funds, 
and inquiries received as to the necessity 
of state enabling legislation before such 
funds can be set up, Trusts and Estates 
has sought and obtained the following 
ruling on the question from the Board 
of Governors of the Federal Reserve Sys- 
tem : 

September 4, 1941 


This refers to your letter of August 
25, 1941 inquiring whether, in the ab- 
sence of legislation specifically authoriz- 
ing the establishment of common trust 
funds, such a fund can be established and 
maintained in conformity with section 
17 of the Board’s Regulation F and, thus, 
be entitled to the favored tax status ac- 
corded funds which are so maintained. 


Subsection (a) of section 17 of Regu- 
lation F provides, in part, as follows: 


“Funds received or held by a national 
bank as fiduciary may be invested col- 
lectively in any Common Trust Fund es- 
tablished and maintained in accordance 
with the provisions of this section when- 
ever the laws of the State in which the 
national bank is located authorize or per- 
mit such investments by State banks, 
trust companies, or other corporations 
which compete with national banks: 
Provided, however, That funds shall not 
be invested in a Common Trust Fund of 
the type provided for in subsection (d)* 
of this section unless such investments 
are specifically authorized by the State 
statutes.” 


Accordingly, a common trust fund of 
the type provided for in subsection (d) 
of section 17 can not be maintained by a 
bank in conformity with the regulation 
unless the statutes of the State in which 
the bank is located specifically authorize 
the investment of trust funds by State 
institutions in such common trust funds. 
On the other hand, specific statutory 
authorization is not required for common 


*Relating to funds composed principally of 
mortgage investments. 


trust funds of the types provided for in 
subsections (b) and (c) of section 17 
and a bank can maintain a fund of either 
type in conformity with the regulation 
if the law of its State, statutory and 
otherwise, permits the investment of 
trust funds therein. In this connection, 
it should be borne in mind that, even 
though such investments otherwise are 
prohibited by the law of a State, they 
may be permitted where they are author- 
ized by the terms of a trust instrument. 


The foregoing answers your question 
as to whether it is possible to maintain 
a common trust fund in conformity with ° 
the Board’s regulation in the absence of 
specific statutory authorization but we 
wish also to point out that a determina- 
tion as to whether an investment of trust 
funds in a common trust fund conforms 
with the regulation can be made only on 
the basis of the facts of the particular 
case considered in the light of the appli- 
cable State law and the above-quoted and 
other provisions of the regulation. 

(signed) L. P. Bethea, 
Assistant Secretary. 


Tax Administrative Code Prepared 


Publication of a tentative Administrative 
Code, based on Administrative provisions 
of the Internal Revenue laws, has just been 
announced by Secretary Morgenthau, as the 
first step in a program to simplify, con- 
dense and modernize those provisions. The 
code is not intended for legislative consider- 
ation at this time, but is being distributed 
in order to obtain the benefit of construc- 
tive comments and suggestions. Copies are 
available upon request made to John P. 
Wenchel, Chief Counsel. 


Treasury officials will make a study of 
the suggestions submitted and will incor- 
porate them in a new draft of the Code 
which eventually will be submitted to Con- 
gress. Tax experts outside the Govern- 
ment, it was pointed out, will thus have an 
opportunity to incorporate their ideas in 
the final plan. 
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Distribution—Legacy to “Domestic 
Servants” Does Not Include Chauf- 
feur 


New York—Supreme Court, Dutchess County 
Wiseman V. Phipps, 28 N. Y. Supp. (2nd) 971. 


A Will bequeathed a general legacy to 
“my gardener” “and to every ‘domestic 
servant’ not herein named who is in my 
employ at the time of my death...”. The 
plaintiff was employed as the decedent’s 
chauffeur and performed the ordinary, us- 
ual work and duties of that position. 


HELD: The plaintiff was not entitled to 
share in the bequest. A chauffeur is not 
within the generally accepted meaning of 
the expression “domestic servant.” In mak- 
ing a bequest to the gardener and to every 
“domestic servant” the testator distinguish- 
ed between “domestic servants” and em- 
ployees not primarily employed in and 
about the maintenance of a home. 


Se 


Distribution—Liability of Represen- 
tative for Premature Distribution — 
Good Faith 


Minnesota—Supreme Court 


Krzyzaniak v. St. Paul Mercury and Indemnity 
Co., 298 N.W. 365. 


When the decedent died in 1928 his known 
estate consisted of $1,000 in cash. By his 
will, $400 of this sum was bequeathed to 
his son, a defendant, $300 to his daughter 


Mary, and the balance to funeral expenses. 
Plaintiffs were children of the decedent’s 
deceased daughter and were not named in 
the Will. After the estate had been closed 
a payment of $3,829.50 on account of a 
forest fire loss sustained in 1918 was re- 
ceived. The son was appointed administra- 
tor d.b.n. to receive this money, and the de- 
fendant indemnity company was his surety. 

After the probate court hearing relative 
to the distribution of this money, the court 
announced that it would order the fund dis- 
tributed four sevenths to defendant son 
and three sevenths to the daughter, on the 
theory that the decedent intended to divide 
his entire estate in the same proportion 
that the original bequests were made. 
Plaintiffs made their dissatisfaction known 
at the hearing. Seven days after the hear- 
ing, the son distributed the money as the 
court directed and obtained an order dis- 
charging him as administrator. 

After the order of discharge, plaintiffs 
appealed from the decree of distribution. 
The District Court reversed the Probate 
Court and held that the decedent died inte- 
state as to this fund and that the grand- 
children were entitled to their proportionate 
shares. When the defendant refused to 
pay, the plaintiffs brought action upon the 
administrator’s bond and recovered judg- 
ment. 


HELD: Affirmed. As a general rule a 
decree of distribution of the Probate Court 
with jurisdiction is a complete protection 
to a representative who makes distribution 
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thereunder in good faith and without neg- 
ligence, even though the time to appeal 
from the decree has not expired or the de- 
cree is subsequently reversed. The trial 
court here had found that the distribution 
was not made in good faith. The appellate 
court held that the evidence showed the dis- 
satisfaction of the grandchildren and that 
there was sufficient evidence to support the 
finding of the trial court. 


——$—$—___g————_—__—— 


Investment Powers—Court Grants 
Authority to Invest in Stocks 


Nebraska—Supreme Court 


John A. Creighton Home for Poor Working Girls 
Trust, v. Waltman, 299 N.W. 261. 


Bequest to executors to use one-half to 
purchase a site for and build thereon a home 
for poor working girls, balance to be in- 
vested in “interest bearing securities,” in- 
come to be used for its operation. 


In 1913, executors organized a charitable 
corporation which was appointed successor- 
trustee. In 1940, the corporation applied to 
the court for authority to amend its char- 
ter to permit investment also in selected 
preferred stocks and 
stocks. The authority was granted, the or- 
der providing that the trustees of the corpo- 
ration, serving without pay, should not “be 
or become personally liable in the selection 
of investments thereof, nor in their depre- 
ciation, except upon the affirmative demon- 
stration of fraud or negligence in the selec- 
tion of investments, or the want of exercise 
of such reasonable care as prudent men 
would use in the selection of their own in- 
vestments, but made with a view of the 
preservation of the investment while realiz- 
ing a reasonable return thereon.” 


HELD: Affirmed on appeal. 


Equity court has full jurisdiction and 
supervision of trusts by constitutional pro- 
vision, and has power to modify investment 
restrictions if necessary to the proper oper- 
ation of the trust, which restrictions must 
yield to the primary purpose of the trust— 
the effective operation of the home. 


“The conclusion is that an equity court may 
authorize the investment of trust funds in com- 
mon and preferred stccks under conditions that 
safeguard the investment and an adequate income 
return consistent with that safety in order that 
the primary purpose of the trust may be more 
effectively secured, although such investments 
were not authorized in the instrument creating 
the trust.” . 
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Investment Powers—Liability of Cor- 
porate Trustee for Retention of Its 
Own Stock and Investment in Mort- 
gage Pool and Land Trust Set Up By * 
It—Self-Dealing 


Ohio—Supreme Court 


In re Trusteeship of Stone, 34 N.E. (2d) 755. 


Predecessor trustee had selected a quan- 
tity of its own mortgages and others held 
by it as trustee, and placed them together 
in its mortgage loan department. It con- 
stituted itself trustee of the mortgages, 
withdrawing some and adding others from 
time to time. Participation certificates were 
issued against the mortgages and sold to 
estates of which the bank was trustee, in- 
cluding the Stone trust. 


There were also purchased for the Stone 
trust certain land trust certificates repre- 
senting an equitable interest in realty 
owned by the predecessor trustee in its in- 
dividual capacity. Some of these certifi- 
cates were purchased direct and some from 
other trusts administered by the same 
bank. The bank received fees in connection 
with the issue of these certificates. 


In the Stone estate were shares of stock 
in the corporate trustee owned by the dece- 
dent at the time of her death, and retained 
by the trustee. The testamentary trust 
which she set up gave the trustee broad 
investment powers, “all statutory limita- 
tions and restrictions as to the investment 
of trust funds . . . being hereby expressly 
waived.” 

The predecessor trustee became insolvent 
and was taken over by the Superintendent 
of Banks, another trust institution subse- 
quently being appointed by the Probate 
Court to administer the Stone trust. This 
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trustee filed exceptions to the final account 
of the defunct bank, filed by the Superin- 
tendent, on the ground that the investments 
in the mortgage pool and land trust certi- 
ficates, and the retention of the trust com- 
pany stock, constituted breaches of trust, 
losses having been suffered as to all classes. 

HELD: The predecessor trustee com- 
mitted a breach of trust as to all three 
classes of investments. As to the first two, 
the bank violated its duty of loyalty by en- 
gaging in self-dealing. Following the 


Binder case (reported in July 1940 Trusts 
and Estates 106), the court stated that self- 
dealing occurs when a trustee buys securi- 
ties in his individual name, in connection 
with which he has derived a profit, pays the 
purchase price out of his own funds, and 
then makes distribution among various 


trusts of which he is trustee. The fact that 
some certificates were purchased from 
other trusts did not cure the original breach 
of trust. 

As to the retention of the bank’s stock, 
the court ruled that the testatrix’s will did 
not expressly authorize the trustee to re- 
tain its stock, and that express authority is 
necessary to prevent application of the prin- 
ciple that a corporate trustee may not in- 
vest in or retain shares of its own stock. 

Hart, J., dissented as to this part of the 
judgment, stating that the broad invest- 
ment powers given in the will included the 
power to retain the bank stock. 

—A Staff Digest 
_ 
Powers—Limitations—Conflict of In- 
terests 
Nebraska—Supreme Court 
Refshauge v. Sesostris Temple, 298 N.W. 755. 


A trust company was named trustee in a 
first mortgage, and sold bonds secured by 
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the mortgage. For its commission, it re- 
ceived a note and second mortgage. 

On foreclosure of the first mortgage by 
the successor-trustee, it was contended that 
payments received on the second mortgage 
by the trust company should be applied to 
the benefit of the bondholders. 


HELD: Denied. 


“The disability of a trustee against holding an 
interest in conflict with a trust which he had 
undertaken, is against profiting personally at the 
expense of his trust. 

“The trustee’s duties and obligations were de- 
fined in the first mortgage and the bonds. The 
payments made by the mortgagor were made when 
no outstanding amounts were due under the first 
mortgage.”’ 


-_——<$_9—___. 


Powers—Limitations—Delegation of 
Management of Trust Property at 
Direction of Trustor—Responsibility 
of Trustee 


California—District Court of Appeal 


White v. Citizens National Trust & Savings Bank, 
46 A. C. A. 445, 46 Cal. App. 2d (Aug. 7, 
1941). 


In 1929 James White transferred real and 
personal property to defendant Bank in 
trust, primarily to secure indebtedness of 
White to the Bank, the trustee having no 
active duties of management during the 
trustor’s lifetime but taking over full man- 
agement at his death. The trust provided 
that it was “the desire and express wish 
of the trustor” that after the trustor’s death 
his son Loren be appointed as agent for the 
property, the trustee not to be responsible 
for any act of his. After the trustor’s death 
the income was to go to various beneficia- 
ries, 5/12ths of it to Loren. 

Following the trustor’s death Loren man- 
aged the properties, making purported ac- 
countings occasionally to the trustee. Pres- 
ent action was brought by Loren’s children, 
beneficiaries under the trust, to compel the 
trustee to restore to the trust estate cer- 
tain properties lost through foreclosure and 
to account for the rents, etc. 


HELD: Judgment for defendant trustee 
affirmed. 

(1) Trustee not guilty of negligence in 
selecting Loren as agent, since he was ap- 
pointed by the trustor. 

(2) Court was of the opinion that the 
suit-was collusive, apparently instigated by 
Loren White, the agent guilty of the actual 
misappropriations, if any, of income, and 
himself entitled to a 5/12ths interest in it. 
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Taxation — Estate & Inheritance — 
Market Value of Good Will Where 
Surviving Partner Had the Right to 
Use Firm Name 


United States—Board of Tax Appeals 


Estate of Leopold Kaffie v. Commissioner, 44 B. 
T. A. , No. 133. 


Upon the death of Leopold Kaffie, who 
had been in the retail lumber business in 
partnership with his son, there was included 
in the estate tax return merely the value 
of decedent’s proportionate interest in the 
tangible assets. The Commissioner added 
a valuation for good will based upon five 
years’ earnings of the partnership prior to 
decedent’s death. 


HELD: The partnership as such was 
dissolved at a partner’s death (and the busi- 
ness did not continue as a corporation’s 
would); and the surviving partner, under 
the laws of Texas, had the right to use the 
firm name and its place of business and to 
solicit its customers for himself without 
paying the heirs of the deceased partner 
for any intangible asset of the prior firm. 
The Board concluded that the good will of 
the partnership which passed to the heirs 
of the deceased partner had no fair mar- 
ket value at the date of his death. 


—_——_——0 


Taxation — Estate & Inheritance — 
Taxability of Stock Shares Transfer- 
able Only Outside Jurisdiction 


Ontario—Court of Appeal 


Re: Treasurer of Ontario v. Blonde, (1941 On- 
tario Weekly Notes, p. 277). 


The decedent died in October, 1936, dom- 
iciled in Ontario. The estate included 
shares of stock of two companies incorpor- 
ated under the laws of Michigan, and with 
their Head Offices in Detroit. Each com- 
pany retained transfer agents in Detroit 
and in the City of New York for the trans- 
fer of its stock and the shares of the com- 
panies were transferable at the office of 
either transfer agent. The companies had 
no other agent for the transfer of shares 
and did not themselves record transfers of 
shares or maintain a register of such trans- 
fers. 


The shares in question were registered 
in the name of the deceased on the books of 
the Detroit transfer agents and the share 
certificates were at the date of death in 
a safety deposit box in Windsor. The 
Court was asked whether these shares were 


If a Delaware trust fits your 
needs, you can turn the 


Equitable’s broad fiduciary 
experience to good account. 


oktiny.4:38 - 


TRUST COMPANY 
WILMINCTON, DELAWARE 


property locally situate in Ontario for On- 
tario Succession Duty purposes. 

HELD: The shares were not locally sit- 
uate in Ontario because they could not be 
effectively dealt with there. : 


“. . . to effectively deal with them means to do 
such things as to have them duly registered in 
the name of the personal representative, or of 
the person to whom they are bequeathed, so that 
they may receive the dividends upon them and 
vote upon them and dispose of them, as, for ex- 
ample, by transfer to a purchaser in the course 
of administration. These things can be com- 
pletely done only at a place where the transfer 
of the shares may be recorded. 

“That there are two places, at either one of 
which transfer of the shares may be made, does 
not in the slightest degree serve to qualify an- 
other place where the shares cannot be trans- 
ferred, as their local situation ... It was not 
by way of analogy the Court proceeded in such 
eases as The King v. Williams, (1940) O. R. 320 
and 403. While it is not so stated in any of the 
judgments in that case, it is reasonably clear that 
the place of the testator’s domicile was preferred 
as the situs of the shares over another place when 
there were transfer offices at both places, because 
that was the normal place for obtaining probate, 
and where probate had in fact been granted. It 
is only in this supplementary way that the testa- 
tor’s domicile was given weight in determining 
the situs of the shares... 


_————————— 


Taxation — Estate & Inheritance — 
Transfer in Contemplation of Death 
—Value Fixed at Date of Death 


New Jersey—Supreme Court 
Nicholas v. Martin, 127 N. J. Law 35. 


Certain inter-vivos gifts which were made 
by the decedent to his daughters were held 
by the Prerogative Court to have been in 
contemplation of death. This conclusion 
was affirmed by the Supreme Court as be- 
ing in accord with the weight of the evi- 
dence. 
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A second ground of attack, raised by a 
writ of certiorari, was based on the conten- 
tion that the value of the gifts should be 
computed as of the date of the decedent’s 
death, and not as of the date of transfer. 

HELD: Where a transfer is effected in 
contemplation of death, the value of the 
gift must be determined as of the time of 
the donor’s death. Thereby the evasion 


of inheritance taxes is defeated. 

“The tax is a transfer tax at death. When 
there is a life estate, the tax upon the re- 
mainder awaits the time of beneficial en- 
joyment. With this exception, all taxes are 
due upon the death of the testator.” 


0 - 


Wills—Probate—Liability of Custo- 
dian of Will for Not Ascertaining 
Death of Testator 


New York—Supreme Court N. Y. Co. Spec. 
T. Part III 


Scholen (Frederick B. Aebly, dec’d.) v. Guaranty 
Trust Co. of N. Y.—N. Y. L. J. July 7, 1941. 


In 1927, a Will was placed in the cus- 
tody of a trust company, which was named 
as the executor thereof. The testator died 
in 1938, and his estate was administered 
as an intestate estate; the administrator’s 
accounts were judicially settled in 1935, and 
distribution was made accordingly. In 1937, 
the trust company deposited the Will in the 
Surrogate’s Court, with a renunciation of 
the executorship, and the Will was pro- 
bated. The administrator c.t.a. brought an 
action to recover damages from the trust 
company alleged to have been sustained by 
him as such “and/or the legatees’ by reason 
of the trust company’s alleged negligence 
in not presenting the Will for probate. The 
plaintiff alleged that “by the exercise of 
reasonable care and prudence” the trust 
company knew or should have known, be- 
fore the estate was distributed, about the 
testator’s death. 

HELD: The complaint should be dis- 
missed for failure to state a cause of ac- 
tion. The Court stated that there were no 
“ eases in any jurisdiction which even dis- 
cussed the question as to whether a cus- 
todian of a Will, who was therein named 
as executor, assumed a duty of active vig- 
ilance to ascertain when the testator died. 
Delivery and acceptance of the custody of 
the Will constituted a bailment, a species 
of contract. 

The only persons between whom such 
contractual relationship arose were the one 
who delivered and the one who accepted 
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the Will. An implied term of the contract 
was that the paper would be returned to 
the testator if he asked for it, but there 
was no promise on the part of the custodian 
to do more, and certainly not to watch over 
the testator’s movements in order to learn 
when they cease. Since the contract of 
bailment did not give the bailor any right 
to such active vigilance, no such right was 
conferred on the prospective legatees. 

The argument that by the contract of 
bailment, the custodian impliedly agreed to 
deliver the Will into court within a reason- 
able time after death is also untenable; the 
only possible duty was to so deliver the 
Will within a reasonable time after notice 
of death. Moreover, the contract imposed 
no duties upon the bailee after the bailor’s 
death since by its very nature it was ter- 
minated by the bailor’s death. On death, 
the thing bailed was transformed from an 
ambulatory instrument to a muniment of 
title and the bailment as such came to an 
end. 

The persons entitled under the Will had 
a right to demand production and probate, 
not of the ambulatory instrument that was 
bailed, but of the muniment of their title, 
but such right and its correlative duties 
were new legal relations arising not from 
the original contract but by operation of 
law, springing from the State’s jurisdic- 
tion over decedents’ estates. 

Where the custodian is also named as 
executor, it is his duty to offer the Will 
for probate without request from any in- 
terested parties, but that duty also arises 
not from the contract of bailment but be- 
cause he is the executor of a decedent and 
before that duty devolves upon him, he 
must have knowledge or notice of the fact 
of death. Even under the statutes defin- 
ing the duties of custodians of Wills, it is 
provided that delivery shall be made after 
notice of the testator’s death, and cus- 
todians are not placed under the duty of 
active vigilance in ascertaining the fact 
of death. 

The complaint would be insufficient even 
if the duty of vigilance existed, because 
there was no allegation that recovery could 
not be had from the distributees who actual- 
ly received the supposedly intestate prop- 
erty. 

a 

Atlanta—J. E. DENMARK, heretofore 
assistant vice president of the Federal Re- 
serve Bank, was named general auditor to 
succeed E. P. PARIS, now managing direc- 
tor of the New Orleans branch. 
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